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MR. FRAWLEY: Wr. Shaw has a statement 
to make. 
MR. SHA: it Your Lordship pleases, 


on Friday last the session concluded under circumstances 

in which I asked that I might have an opportunity,as it 
were to circumscribe any inferences or suggestions which 
might be drawn from any statements made by Mr. Plotkins,. 

I had a discussion with Mr. Frawley and subsequently 

with my client and I would like to say now, My Lord, as 
Prankiy and Tully as’i can that if," in the course ofthe 
evidence given before this Commission, Mr. Plotkins has 
made observations or any statements which either directly 
impute improper conduct or dishonesty or from which perhaps 
inferences may be Rauinee improper -conmuct one ther pars or 
anyonevand everyone then, Sir, I would: like on, his beheif, 
to wholly withdraw and retract any Suggestions of that 
kind, As I conceive it, My Lord, the usefulness of 

Mr, Pletkinseto this: Commission, consists,in his ability 

and his specialized knowledge to present particular facts 
which may have a Dearing on the points before this 
Commission and it is a matter of regret perhaps, and 
perhaps not wholly not understandable on his part, that he 
has been led into making these observations, I think it is 
unfortunate, and it is manifestly unfair to the people 

who have been affected by those observations and so I 
would like to make that complete and frank withdrawal 

of any improper and dishonest suggestions which may reflect 
upon the conduct of anyone. 

MR. FRALEY: “ell we were dealing, 


when Mr. Plotkins was in the box, we were dealing 
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rather Ba eeBulands at least I had begun to deal with 

any imputations of personal dishonesty or anything of 

that sort which might affect Mr. Aberhart and I was 
beginning to discuss with Mr. Plotkins the letter which 

at his request I obtained from the Royalite Oil Company. 

I recollect that I had not completed that cross-examination 
when I ane it was that Mr. Shaw intervened, or in any 
event I was interrupted in the course of that examination, 
and before Mr. Shaw concludes, if he sees nD CIE na oi Hint cane: 


addition to his general denial, that he should make specific 


reference to those people whom we know to have been connected, 


some very lightly and some only by implication indirectly 
and some more particularly by Mr. Plotkins, and I refer 
particularly to the witness Mr. Hill. and to Mr. Aberhart,. 
PR. HAW: If my learned friend wishes 
my observations specialized I have no objection to applying 
them to the gentlemen he suggests and I certainly want to 
take the opportunity, in the presence of Mr. Brownlee, to 
make them especially applicable to hin. I do not want 
Mr. Brownlee to go away with any suggestion that for a. 
Single moment it is going to be sucgested at any time that 
he has been guilty of any improper or dishonorable conduct 
during his capacity as premier of this province or at any 


other time’, 

MR, FRAWLSAY: — Perhaps about that, so that 
it will not be misunderstocd, the reason I did not mention 
Mr. Brownlee a moment ago was because Mr. Shaw had dealt 


with him rather fully on Friday afternoon in the way of 


a retraction. 
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TH! CHAIRMAN: Mr. Shaw, we are very 

pleased that you should make these statements which 

you have. As Mr. Frawley says he was about to cross- 
examine the witness Plotkins with regard to any suggestion 
or imputation that may have been made with reference to 
Premier Aberhart at the time that you will remember you 
intervened, to make the statement that you did on Friday. 
Now I just want to add to what I said on Friday and 

my fellow Commissioner agrees with what I now say. 

Since that time I have taken the opportunity to read the 
better referred to and as a result of my reading of 

this letter from Mr. Le Sueur to Mr..McLeod, axhibit 
"284", of which something was made, I must say that, aside 
from some Observations with regard to what has been 
described in that letter as "The Social Credit System" 
Welch ic; irrelevant .o this inquiry, I find nothing therein, 
even as I find nothing in the evidence as a whole, and as 
i have said 1 speak for the both of us, which in any wise 
would serve to reflect upon the honor, the honesty and 

the integrity of the Premier of this province, There is 
the statement that the Premier, - as one would expect 

of any Premier, - said that before any interests are 
adversely affected in Turner Valley, or elsewhere I gather, 
that those that will be affected will be given an opporunity 
of being heard, his only stipulation being that they act 
Speedily in presenting their side of the case. To my 
mind it is not only not objectionable but exceedingly 
pleasing to know that any government would hear those 

who are to be greatly affected by their legislation 

before passing that legislation. I see nothing whatsoever 
Perret tecter which 1S not only fully capable of an 


innocent construction but which approaching it in an 
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intelligent and a fair fashion, can lead to anyother 

construction. I may say that I am pleased that you have 

made your statements for another reason and that is that 

we think your client, with his specialized knowledge, can 

perhaps put before us,as well as anyone might, what 
legislation he considers is working a hardship upon 

those who are interested in Turner Valley. It is wholly 

unnecessary to Suggest that those who have the onerous 

duty of passing laws which they think will help their 

people, - there is no purpose to it, - to suggest that 

they are criminals unless it is possible to prove 

clearly that they are, If they were it might be of interest, 

but to voice suspicions and destroy reputations when 

there is nothing more to it, , seems to us most 

objectionable procedure, Now we are very much interested 

in reporting on any legislation that can be shown to us to be 

adversely affecting Turner Valley. If we had no other author- 

it would sesmw to us that the Omnibus Clause to which you 

have before referred would be all sufficient. Ye are 

interested in exploring any avenue that will serve to 

throw light on the whole situation in Turner Valley, 

which in turn must affect prices with which we are part- 

icularly concerned. We think your client can be of assist- 

and under your euidance we hope he will be and we need not 

repeat that we wish to hear no more of the traducing of 

people, unless it can be shown that they are guilty of the 

act with which they are charged. 

MR. FRA‘'YLEY: ir. Brownlee is here and 


desires to make a statement, 
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oTOHN E. BROWNLEE 


, having 


beer Jirst duly sworn, said:- 

THE “VITNESS; Vy Lord and Mr. Commissioner, 
after hearing what Mr. Shaw said this morning it may be 
that what I had intended to say is somewhat now beside 

the point. I can only say that anything I have prepared, 
what I have prepared was prepared before I knew that any 
retraction had been made and without wishing to attach 
undue importance to the statements which were made by 
Prsweloukiis, ec particularly reported in Volume :69).of 

the proceedings, I feel that in fairness to the Commission 
as well as in justice to my former colleagues and alsyv my 
friends in the province, that I cannot permit those state- 
ments to stand without a reply and for the purposes of 
clarity and conciseness I propose to deal with all the 
various allegations there given and I think probably I 

can best serve the Commission by simply reading what I 
have and then I will be glad to answer any questions if 

i have not made myself clear, 

LV uk refer So thieveradence 
reported on pages 8247 to 8250 inclusive. I think this 
portion of the evidence can be fairly summarized as 
follows:- That the Dominion Government under the 
Premiership of the Right Nonourable R. B. Bennett 
commenced "flirting with the idea of making a deal with 
one or more of the major oil companies to control the 
number of refineries which were considered at trvt time 
as too many" as well as the number of distributing points; 
that he approached the open ee and British American Oil 


Companies with that purpose in mind; that he subsequently 
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called a conference of Provincial Premiers at which the 
Subject was discussed; that considerable publicity 
resulted which was subsequently hushed up; that he 
intimated to the major oil companies that to avoid too 
great political pepercussion they should buy up the 
amaller independent refineries; that an organization 
was formed in Chicago with Mr. Sackett at its head and 
that this organization did buy up the most of the 
independent oil refineries; that I particularly became 
very enthusiastic over the plan and proceeded to pass 
legislation and to inaugurate policies to put this plan 
into effect and that this had the result of restricting 
the right of distributing organizations to expand. 

iL feel that that is a fair 
Summary of that part of the evidenc-, 

The Right Honourable R. B. 
Bennett is most competent to speak for himself and requires 
no defence by me, Speaking for myself I wish to say 
positively and definitely that neither he nor any member 
of his Government ever sugsested such a plan to me, It 
was never the subject of discussion Seen him and me, 
It was never a subject of discussion at a conference of 
Frovincial Fremiers,. Ti would -not wish to go so far as 
to swear that in some of the discussions at the Dominion- 
Provincial Conferences, for example with respect to high- 
way development, the expansion of distributing facilities 
was never ineiaentally or even casually referred to although 


I have no recollection of even such a casual or incidental 


discussion. 
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J. 4. Brownlee 


| I probably may interject 
here to say that the agendas, - that after each Dominion- 
Provincial Conference there Was . made available 
to anyone who may now wish to inquire, not only the agendas 
of those conferences but also a precis following, outlining 
the discussions which took place so that anything I may 
say aS to what took place at these Dominion-Frovincial 
Conferences or any of them, can be verified by reference 
to those agendas and precss which were prepared following 
the Conta ren ce) 

I repeat however that at no 
time was any plan for the curtailment of refinery facilities 
or wholesale or retail distributing agencies ever the sub- 
ject of discusSsion between members of the Dominion Govern- 
ment and myself. I may add that I happened to meet 
Mr. M. A. Mefherson, Attorney-General for Saskatchewan 
during the time of the Bennett regime and I showed him 
this evidence and he authorized me to associate him in 
this denial. 

That is he also said there 
was never any such discussion either at the Conferences 


or with his government. 


T never even heard of 
Mr. Sackett until some time after I had resigned from the 
Premiership and I will make a reference to that occasion 
later. Moreover it must be remembered that during the 
time I was Premier there was no over-development of manu- 
facturing facilities in this Province, the only refineries 


at that time being the Imperial Refinery at Calgary 
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J. %. Brownlee 


and three or four small refineries located at Coutts, 
Calgary and Edmonton. So far as this Province was 
concerned therefore there was not during that time the 
Slightest concern about over-expansion of refinery 
facilities. I might add in passing that as late as 
1934 I endeavoured to interest certain companies in the 
establishment of refineries in this Frovince. 

Now I would like to inter- 
ject this too, that a reference is made in that evidence 
to the fact that there was considerable publicity in 
the financial papers and that that publicity was in some 
way hushed up. I have tried to be a consistent and 
faithful reader of the most of the financial papers in 
Canada for many years past, as well as the leading 
financial papers in the United States, and I personally 
have neVer seen that publicity and would be very much 
interested if it were made available to me because I 
doubt if there was any such publicity at any time. 

90’ far-as I am’ concerned 
therefure there is no foundation in fact for the assertions 
made by Mre Plotkins in’ this part-of his evidence, 

2e ‘kestriction on expansion 
Sreousurioucion facilities.  This*is referred to” on page 
8249 of the evidence in the following words: 

Ms Now I found at the time that that was the 
"nolicy that the Premier himself had apparently 
"initiated, but the members of the, even the 
"Cabinet that I consulted at the time and private 
‘tmembers of the Legislature did not know a thing 


NAbGUDL. LU. Now when that came about, the reason 
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"I came to that eonclusion is this, when I was 
"faced with that particular few lines in the Fuel 
"Oil Tax Act which came out without any publicity, 
"without any discussion, in the House, it was 
"never brought before the House, I went to Zdmonton 
"and I asked the diffsrent Departments how this 
"narticular clause restricting the number of 
"service stations in the future had come about, 
“because there certainly was no bill about it, there 
"was certainly no discussion in the House about it, 
Pandit) could mot very well: be put in int the) form 
"of a regulation because it would then have to go 
"before the House at the next session for certifica- 
"tion and approval and I was told by the Provincial 
"Secretary's Department at the time, either the 
"Deputy Minister or some of the other officials, 
"that it had just come about, no explanation. Mr. 
"Brownlee insisted and put it in here personally. 
"Nov from that time on we began to be up against 
"trouble in our desires, and when I say "ours" I 
"mean our company's desires to expand our facilities 
"in a normal way.” 
That is the statement. 
Now I think that a fair reading of that statement would 
lead to the clear inference that I nut through some 


restriction which was not authorized by lesislation and 


of which the Members of the Legislature were not aware. 
As a Judge of the Supreme Court, a former practicing 
lawyer, and a former Member of the Legislature, Mr. 
Chairman, you will fully appreciate - 


(a) That any restriction or regulation not 
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authorized by legislation would be invalid and of no 
effect, and 

(b) That an Act of the Legislature has to follow 
certain well defined procedure in the Legislature;. and 
that regardless of suggestions made tc the contrary 
there is a fair proportion of the Members who are keenly 
alive to any legislation introduced.. 

For the information of 
this Commission I should probably say that the first 
suggestion of licensing wholesale and retail distributors 
of gasoline is found in Chapter 44 of the Statutes of 
pLperua, LoS. « 
That was a revision of the 

Fuel O11 Tax Act. This Act was introduced in the Legis- 
ature oS Bilt o6, had its first reading om March aist), 
its second reading on March 22nd, went before the 
Committee of the whole House on April 1st when progress 
was reported, went into Committee again on April 4th and 
was given its third reading on April Sth. Those dates, 
I may say, were prepared for me by Mr. Anderson as clerk 
of the House and I am speaking on his authority. This 
Bill was the result of certain discussions in the Legis- 
lature earlier in the Session with respect to the proper 
collection of the Fuel Oil Tax. It was suggested that 
we had not been sufficiently active and careful in the 
collection of that tax. It was felt that the payment of 
the tax was being evaded and the Department had had occasion 
to prosecute certain individuals for non-payment. The 
Government referred the matter to a committee consisting 


of Mr. James Thompson, the Frovincial Auditor; Mr. Trow- 


se Mahan eertey dh 


See 


ey a 


natinba e ee | i: bee 


tad 


bod i 2 aietawg ae iupan ot 
uy ate r) be Eee se ae eye : ; a 
bins mae hoger: vi 
gon 8 pk ne oe Fe 
Set : . 
tiered inte a Sy Eis is 
ea x2 Ede isin OY ey 
adi i be 7 ; Arie 


ae 
ae 


Z f 


a By ea'y ae 08 2 nOpambennng bigt3 


C-1 
aa 


a 


f 
a 


- 8792 - 


Brownlee 


bridge, the Deputy Minister; and Mr. R. Andrew Smith, 
Legislative Counsel. AS a result of their study twu 
Suggsstions were made, first that inspectors should be 
put in the field to check up all distributing agencies, 
and secondly, that for the purpose of more completely 
identifying legitimate selling agencies all distributors 
Should be required to take out a license, This latter 
provision was incorporated in the revision of the former 
Gasoline’ Tax Act. of 1929, what had been known as The 
Gasoline Tax Act of 1929 as cnntained in said Chapter 44 
of 1932, being the Act to Impuse a: Tax on Fuel O11... Now 
arreaging’ of this: Act will show that.in,its. origin the 
licensing system was not related to the restriction of 
distributing facilities at 211 but was devised solely 
as a means to enforce the payment of the tax. Lnis is 
shown particularly by Sections 21 and 22 of the Act which 
restricted the right of the Minister to cancel or deny 
a license to infractions of the Act. There was not in 
this Act the slightest suggestion of curtailing distribut- 
ing agencies for any other reason. L may say that. I 
would venture the opinion that if the present officers 
of the Provincial Government who were then in office 
also and had charge vf these licenses were called tu 
this stand they would verify this statement that no 
instance can be found under that Act or the administration 
of that Act where a license was refused or denied or can- 
celled on any other ground than because of some record of 
non-payment of taxes. 

By 1934 the question of 


the expansion of retail, but not wholesale, distributing 
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stations and the possible effect of that expansion on 

the cost of gasoline had baen raised in several of the 
Provinces and at least one of the Hastern Provinces, 

Nova Scotia, had taken steps to curtail this expansion. 

My recollection is that they passed an Act which had 

the effect of reducing the then present number, as 

well as curtailing the future extension of retail 
distributing agencies. The question, therefore, 

came before the Legislature on our own initiative and 
without any suggestion from outside sources. It was 

felt that it would not be wise to attempt to curtail 
existing facilities in fairness to those who had caused 
them to be created but that some regulation might be 
introduced with respect to new facilities, with the result 
that Bill No. 43 was introduced into the Legislature on 
March ¢énd, 1934, was given its second reading on March 29th, 
went to the Committee of the whole House on April 4th when 
progress was reported, was again before the House on April 
lith, that is the Committee of the whole House, was re- 
committed to the Committee of the whole House on April 
13th and was not finally passed until April 16th. It 
will be seen that this Bill was on the order paper of 

the Legislature every day from March 22nd to April 16th 
and there was plenty of opportunity for discussion in 

the Legislature. This Bill provided that new applica- 
tions for licenses as retail dealers,and we did not co 
anything about the wholesalers, might be referred by 

the Minister either to the Board of Public Utility Con- 
missioners or to an advisory committee appointed under 


the Department of Trade and Industries Act. In actual 
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practice the references were tia aie to the Board of Fublic 
Utility Commissioners, Now I doubt if Mr. Carpenter 
ever forgave us for putting that load upon him because 
it proved to be an onerous one but I think he would 
agree that never at any time was influence either 
directly or indirectly ever brought to bear upon him 

in any decision he made under that Act, This was the 
first and only Legislative or Governmental action taken 
during my term of office to restrict the expansion of 
retail distribution facilities and in view of the fact 
that it was before the House for twenty-five days, there 
can surely be no Suggestion of concealment, 

in "this! connection, i showmid 
probably refer to the evidence on page 8277 which might 
leave the inference that this policy was actuated by the 
contract between Maple Leaf Fetroleum Limited and the 
Us. Aw Central Co-operative Association Limited,, f 
have only to point out that that contract was not made 
until after I had resigned from the Premiership and was 
not even contemplated at the time this legislation was 
passed. The U. F. A. Central Co-operative Association 
at that time had its contract with the Great ‘YYest Distrib- 
utors Ltd. and the legislation affected them aS much as 
any other company or organization. 

May I emphasize again that 
this legislation was passed on our own responsibility 
and without any suggestion from either the Dominion 
Government or the Governments of the other Frovinces, 
although we looked to their experiences, that is the 


experiencesof the other Provinces, and it is of course 
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a matter of common knowledge that the present Government 
of Alberta has deemed it expedient to continue this 
policy by placing the supervision entirely within the 
Department of Trade and Industry. Lest this statement 
be misunderstood I should probably add that in any con- 
tact I have recently had with the Officials of the De- 
partment in this respect, I have no reason to question 
the good faith with which these officials are carrying 
on their duties, 
Oo. Alleged restriction 

on drilling. At the top of page 8252 I find tho 
following: 

"but 16 had another big repercussion and that 

"is Mr. Brownlee was then favourable to any action 

"Chat might also rationalize the Turner Valley 

VeLtUaerGgn, and he proceeded to. restrict’ drilling | 

"UQu brine “Ibouc conditions in) Turner Valley that 

"at least resulted in turning over the greater 

"portion of the field -to the Imperial Oil," 

The reference there made 

is to the alleged negotiations with Premier Bennett 


above referred to. 
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Phe only way in which the Government of Alberta 
could possibly affect drilling in the Turner Valley 
would be, first, by/restrictive regulations in 
the Department of Lands and lines, and secondly 
by policies of gas conservetion in the Turner Valley. 

with respect to the first, the Government of 
Alberta had nothing whatever to do with regulations 
affecting the Turner Valley Oil Field until after the 
transfer of the natural resources in 1930. Practically 
@ll of the existing leases in the Purner Valley had 
been granted by the Dominion Government prior tu that 
date. It is qa matter of simple record that practically 
no leases were granted in the Turner Valley by the 
Prévincial Government, during our term of office. 

By the terms of transfer the Government of Alberta 
obligated itself not to interfere with contracts 
previously made by the Dominion Government excepting 
by general legislation or by general regulation. 
Prior to 1930 the question of gas conservation had 
become the subject of conside.able discussion in 

the Province, although we were powerless to act 


ourselves 4nd ss 4 result of discussions between our Govern- 


2) 


ment and tho: then Libersl Government at Ottawa, a joint stud 
had been made cf the problem with such men as 

Mr. Caimsell, C. CG. Ross and Mr.Calder, and other 

officials of the Dominion Government assisting. 

Upon the completion of the transfer of the natural 

resources the Alberts Government enacted regulations - 

I may say in their study they were of course in 

touch with all the companies that were producing in 


Turner Valley. 
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(a) Restricting drilling to two hundred feet 
between wells and from the boundsries of the prorerty. 
(This is a Soren restMrcvlon an many O1l fields andaso 
far as I know was not objected to in the Turner Valley). 

{o) By r-stricting the output to twenty-five per 
6ent of the nornual flow. 

Phat was for the purpose of gas conservation. 
Now I may say, too, that all of these regulations were 
regulations that had been advised by the Comnittee, the 
Joint Comzittee of the Provincial and the Dominion 
Governments Which J referred to before. 
oe) POL ee COlae LIPoa Ty s That (b) referred to ges 
only; I supose? 
Yes. It .was intended as a g8s conservation policy. of 
course the , problem in Turner Valley in those days, 
I do not know what it is today, but in those days when 
the problem of conservation in Turner Valley came up, 
the difficulty was just to decide as to whether it was 
an Oil field or a gas field. At that time there wes 
undoubtedly a very great wastage of gaS, and particularly 
the men I am going to refer to later came to the conclusion 
that at that time at least it head to be régerded as a gas 
field rather than as an oil field. The whole Tounds tion 
Peek mown Tine. it) you. rerer ito. the report) bam 
BeoOU catO mention. if you refer to that, 1 think you wild 
find the whole fo¥ndation of that report vas on the theory 
it had to be regarded at that time as a gus field and not 
a8 an oil field. That was the opinion of Dr. ‘allace who 
was at the hesd of the Commission. 

& regulation was also enacted restricting the size 


of nevi leases to a minimum of one hundred and sixty acres 
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instead of forty acres as was previcusly the 
casee AS practically no nev lesses were granted 
in the Turner Valiey this restriction hed no effect 
upon that.field. These, ss a matter of record, were 
the only new rezsulations made by us under The Iands 
and Mines Act and they had no effect of materially 
restricting drilling. 
The guestion of conservation continued to be a 
moot question in the Provinee, and I may quite 
frankly say there was dissatisfaction with the regula- 
tions restricting the normal flow to 25%, with the 
result that the Government engaged Mr.Fisher, the well 
known gas expert, to make a study of the field, and 
subsequently .appointed a commission unddr the schairman- 
Ship of Dr. “allace, President of the University, assisted 
by Mr. Carpenter, OCheirman of the rublie Utility Bcard, 
and Mr. MeLeish of the Department of Natural Resources 
at Ottawa, to make a study of the whole situation. 
This commission continued to have the advice of Mr. 
Fisher, and alsc obteined the services of, I think I 
am right in this, Mr.Frawley, it ves Mr. Brewster. 
MR. FROULSY: Yes, Mz. Brewster. 
A Of Bradford, Pennsvivania. 
MW. FRALEY: Yes, that is right. 
& | Mr. Brewster, of Bradfm@d, Pennsylvania. At the time 
I dictated this I was not sure of the name, and I had 
to look it up afterwards. Mr. Brewster of Bradford, 
Pennsylvania, a well known oil and gas authority. 
 Pollowing the work of this commission, the whole 
matter .came before the Legislature in 19352, was 


thoroughly discussed before the Committee of the 
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whole House, and as qa matter of fact I think the 
larger term of that Session vas devoted to discussions 
before the comnuittee of the whole House on this 
guestion of oil and ges conservation, and the Oil 
Industry were givem ample op.ortunity to make repres- 
entations. By widening the restriction to 40% of the 
open flow, complete agreement was reached with those 
appearing for the producing companies and the Act 

for the Conservation of the Gas xesources of the 
Turner Valley, being Ghapter 6 of the ‘Ctetutes of 
Alberta, 1934, was subsequently pessed with very little 
discussion in the House, and with almost, if not 
entire, unanimity in the House. As a matter of fact 
I am of the opinion the act was passed unanimously. 
Mis “Fas any % I think that must ‘be 1992, 


that Chapter 6. 


A That is true. That is a mis-statement here. It was 
1932. 
Mae FPRAWLSY: Yes, Chapter 6 of 195g 


4 Yes, that is just a typographical error. It was 1932. 
Immediately following the work of the Commission of 
which Dr. ‘allace was the head» Ss no other action 
of any kind vas taken with respect to the Turner Valley 
by the Government during my term of ooffice it is 
difficult to understend how it can be said that the 
Government either restricted drilling or that the 
policies of the Government resulted in turning the 
Meld “over Govlmperial O11. dm feet it) is clear 
they did neither. I wish again to emphasize the 
fact that practically every lease that ves granted 


in Turner Valley vas granted before the transfer of 
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the natural resources. In eny event the Government's 
policies were the result of the best study we could 
give to the situation with the edvice and assistance 
of the best advisors we could obtains 

4. On page 8251 “nd 8252 the statement is made 
as a result of my enthusiasm fcr the plan of ration- 
alizing the oil industry " a compact was entered into 
between the Imperial O11 and the U.F.A. Organization" 
and that "this compact prcvided the Government, the 
Government political machinery “which was thea the 
U.F.A-, With an income permitting it to maintain 
ELS position," 6tc., As this contract is the 
subject of lengthy discussion commencing on page. 
8272 of the evidence and will probably be the 
subject of further evidence I think it is advisable 
for me to place before this Comzission the facts 
with respect to the formation of this contract. 

Some yéers prior to 1924 the United Farmers of 
Alberta decided to engage in the co-operetive dis- 
tribution of ferm supplies and entered into contracts 
with respect to verious commocities such as 
binder twine, wire, fence posts, etc., and in 
due courSée entered into a contract with Great 
“eet Distributors Limitec for the supply of oil 
and petroleum products. For this purpose @ subsid- 
jary organization was incorporated Known as 
U.F.A- Centr2l Co-operative Associstion Limited and 
the said distribution business was carried on by that 
peeend cat ton. I wish to s@y emphatically I 
had nothing whatever to do with that decision nor 


with the formation of any of the contracts during 
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the timo I wes Premier of the Province. TI was 

not consulted nor gave any advice with respect to 
the incorporation of the U.F.4.Central Co-operative 
Association Limited, anc had nothirg whatever to do 
with the contract which they made with Great ‘est 
Distributors. Some time after I resigned from 

the Premiership I was invited to attend a conference 
in #xmonton of the various loccl bodies associated 
vith the U.F.eA. Centrel Co-operative Assogiation 
Limited in the distribution of these supplies. As 

a result of two days' discussion two facts emerged, 
first, that) those present felt that this activity 
could be extended, that is by handling other commod- 
ities, and secondly that there was considerable 
dissatisfaction with the operation of the contract 
with Great “est Distributors Limited. I was asked 
if I would underteke a survey to consider what other 


commodities might be handled by the organization, end 


later, as it became apparent that the contract with 
Greet “est Distributors Limited would be discontinued 
I was asked by the sxecutive of the organization, 
thet is the U.F.A. Central Co-operz:tive Association 
Limited, if I wouid undertake to negotiate a new 

oil connection. ‘ithout naming the various companies 
interviewed by me I may sey that I travelled from 
Vaneouver to sastern Canade and to the cities of 
Ghicago and New York meeting the more important of 
the independent companies in the United ttetes who 
were at all interested in distribution in Canada. 
Now Sir, my Lord, since typing that I have discussed 


the matter with the officers anc officials of the 
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UsF.Ae Gentral Go-operative Associetion Limited, and 
they are not at all adverse to me detailing for your 
information a littl? more definitely just wnat was 
done in that connection, because this contrect will 
probably be the subject of considereble discussion 
later, and it was felt you should know “what steps 
were taken. I may say that my first step in trying 
to negotiate that new contract vas to go to Vancouver 
end to approach the officials of the Shell Union Oil 
Company. It was felt by myself and those who were 
talking with me that a new connection could probably 
best be made with some orgsnizetion th:t hac not yet 
established itself in the Province and in which there 
would be no comflict with their distributing agencies 
throughout the Province. I saw the wWanager of that 
Company in Vancouver, and later at his request, met 
the Board of the Shell Union Cil Company in New York, 
and the Manager of the sestern Canadian Division in 
TOorontoe LL next approached the Union O21 Compa ny 

and the lenager of that Company here in the Province 
of Alberta will verify that. Then I approached the 
Texas Company and the itanager of that Company in 
Calgéery will verify that. He presented me with a 
letter of introduction to the Fresident of the Gompany 
in New York, and I met the Board of that Company in 
New York at the same time that I mst the Boarc of the 
Shell Unione. JI met the old Barnsdale Corporetion, 
which vas probably one of the oldest refining organi- 
zations in the United States, end they sent their 
manager - they had entered innipes and were starting 


to develop in this Province, - and they sent their 
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Manager to Alberta and he spent some time here 
figuring on the advisability of eae contract with 

our organization. And I probebly might sey we had 
some discussion as to the advisability of starting a 
small refinery at Coutts. Mention has been made of 
Mir. cackett. ‘ell, I will deal with that vhen I 

come to it in my memorandum. Those are some of the 
companies thet were introduced, at least we met and 
iene, as vell as the Imperial Cil Company, 

and. the reason I say that is because I want. it to 

be understood that thet contrect was not simply 

@ case of myself meeting the Imperial and making 

the best deal I could at the time. But it was a 
competitive contract made after I had interviewed 

all of the Gompanies that I thought might be interested 
Another, Gisinibpute on of oil fn this Provinee. One 
very cld and well established independent company, 

that is Barnsdale, which had shortly before entered 
Canada fer the distribution of lubricating oil, sent 
its Manager to Alberta, to cenVass the whole situation 
and the discussions covered the possibility of erecting 
@ small refinery at Coutts to supply the U.F.A. 
Agencies. As Mr. Sackett's neme hes been mentioned 

I may add that I first heard of him at this time 
through an introduction from Mr. Olson, the “Manager 

of his refinery in #dmonton. I met hiM in Chicago 

and he later came to Alberta and submitted a proposal 
to the organization. In the course of my negotia tions 
I also met Officials of the Imperial Oil Company. 

That Company had recently purchased the equipment 


&at some thirty stations in Alberta from Northern Oils 
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Limited whieh had previously gone into liquidation 
and Mr. Halvorson proposed that these stations 
should be made the basis of a contract between Maple 
leaf Petroleum Limited and the U. F. A. Organization 
and after several discussions a plan was submitted 
by him. “hen I eompleted my work I made my report 
to the Executive of the organization consisting of, 
as I remembers, Messrs. Robert Gardiner, Norman 
Priestley, George Church, Jack Sutherland and Charles 
Fawcett, this report setting forth the various 
alternative proposals which were avzilable. 48S @ 
result of lengthy discussions by the txecutive at 
meetings at which I was not present, they decided 
that in view of all circumstances the prorosal made 
on behalf of Maple Leef VPetroleum Limited was the 
most advantageous. 

I mention these facts to emphasize that this 
contract was negotiatec after I ceased to hold the 
position of Premier; In my private capacity and 
without any reference to any of the members of the 
Government of that time; and was Made at the request 
of the United Farmers of Alberta and not on my own 


ihittfative and only after a long and extensive survey 


in which a11 of the available, well establinhed 


independent concerns had been interviewed. The 
contrect was therefore a competitive one. I may 

add that in entering into this ecntrect the organi- 
zation followed the practice adopted by large farmer 
co-operetives in the United States who heve not 
hesitated to purchase their supplies frou the larger 


established companies if it is in their best interests 
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to do so. The terms of the contract have been 
known by Mir.Frawley, Counsel for this Commission, 
for some time and through him by the nrewent provineial 
Government, following the investigation into the 

oil and gasoline business in this Province conducted 
by Mr.fr:wley for the present Provincial Government, 
some time ago. I have no apolcgy to make fcr the 
contrect and in fact am rather flattered by the 
concern manifestly shown as to its results and 
incidentally wiSh to yoint out that the Us PF. §. 
Organization under this contrect is the only organ- 
igation distributing gasoline ina large way in this 
Provinee and paying patronage dividends to the 
actual consumers of the product. 

5. The remeining part of the evidence can be 
dealt with very briefly.’ On page 8452 Mr. Plotkins 
stetes: 

Wve find that Mr.Brownlee ended up with a 

retainer, I understand quite respectable, 

as the solicitor for the Meple Leaf Oil and 

Petroleum, the Maple Leaf Petroleum, and he 

ended up as manager at a respectable salary 

for the Maple Leaf, I mean for the U.F.A. 

Co-operative organization, and he is still in 

that capacity today." 

I simply wish to say: 


(a) I received no compensation from any source 
whatever for negotiating this contrect other than the 
payment of my trevelling expenses by the U.F.&. 


Organize tion. 
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At the time I was asked to make the survey the 
OrganigZation was without funds and by reason of my 
long association with the Organizetion I offered to 
do the work without pay, and reecsived no pey from 
any source whetever other than the payment of my 


travelling exyenses. 


(b) I have never at any time received « dollar by 
Way ot retainer, gitt or otherwise from) the Imperial 


OUL "Company orvany officer of ths * Company. 


(c) I have never received a ret.iner from Maple Leaf 
Petroleum Limited and am not their ecunsel for the 
Province. iL understend ling Koy Vevicson ot bethbpricge 
acts as their chief legal advissr in this Provinee. 

it is true that since I opened my Law office in #tdmonton 
th Loco. this Gompany has referred Vo me odd matigrs or 
business in the northern half of the Province which I 
have handled on a straight fee basis. “hile I. have not 
caused any accurate examination of my accounts since 
that time I know I would be safe in saying that the 
total amount of these fees would not aggregate an 
average of more than One Hundrea Dollars, in any one 


year. 


(ad) 2 am not and never have been the General Manager 
or the vUvrsay Central Co-operative Association Limited 
nor have I occupied any other position with that 
Company on a sélary basis. They have asked me’ to” sit 
in at the Meeting of Directors on certain special 
oecasi ons when matters have arisen of a legal nature. 
To avoid the necessity of making special charges for 


these ettendances or other incidental advice a retainer 
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is allowed me of ..300.00 per yeer and they pay me the 
ordinary Fees Torvany special work which L imay do, 
which may add to probably another ,100-00. This is 
the only remuneration which I receive from either the 
U.F.A. itself or the Co-operative Organization. 

I presume this contract will be the subject of 
further evidence before this Co™Mission and the terms 
Of tne econtrect will be made available to you. “hile 1 
am on the stend at this time I can probably say in 
reply to the evidence obtained from pages 8272 to 8283 
that this contract as it will be presented to you 
conteins within it the full terms of the business 
relations of the two organizations. The, entire 
remuneration of the U.F.é. organization is set. out in 
that contract. There are no additional secret 
commissions or discounts. Out of the total commissions 
received under this contract the organization pays a 
patronage dividend to its consumer members and the 
balance is used to pay the opereting expenses of 
the organization, to pay for distribution facilities, 
wholesele and retail, set up by the organization and 
it is entirely incorrect to suggest that as additional 
compensation facilities are being paid for by Maple 
Leaf Petroleum Limited by way of bonus or 
additional secret remunere tion. 

Summarizing I woukd say; Mir. Chairman, thet in 
respect to each and sll the allexzations and chatges 
made in connection with myself, i.e. in respect to 
my relations with Mr. Bennett; in respect to plans 
designed tc consolidate the position of major oil 


Companies; in respect to the U.F.4&. contract with 
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Great vest Distributors and agein with the haple 

leaf Petroleum, Limited, allegedly for the purpose of pro- 
viding funds for @ political organization; in 

respect to my receiving a reward for my services in 

the vay of a handome retainer from Maple Leaf Petroleum 
Limited; and in respect to my being General Manager 

of the U. F. A. Central Co-operative Association 

at a handsome selary, the stetements of Mr. Plotkins 

are in each end al] of these matters absolutely felse. 
They. contain no vestige of truth. 

Il probably may just add that I checked up this 
morning on arrival at the City to find the date that 
the contract vas first made with the taple Leaf 
Petroleums Limited, and I find that the contract 
was made on the 17th day of August, 1935. That is 
neerly a yeer after I had resigned from the Premiership 
of.the Provinee. That is all I have to say, ar. 
Ghairman, unless Mr.Frawley or someone else wishes to 
ask me some questions. 

Vine PRLGLaY: LO Haver mo (dues TlOne. 

WR. SHAW: se accept without hesitation 
in the same spirit tne statement made by Mr. Brownlee. 
I certainly personally commend him for having made 

his presentation. 

THa CHATRLAN: Pec ie te), Chamero nae. 
Brownlee. 

fone, ERGY Lays Me. bercer. 
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RUSSELL D. MiiGen, recalled: 
BY MR. FRALEY: You are still under oath? 
“111 you now produce the documents which I requested 
in my letter of the 9th? To clarify the record, 
Mr. Chairman, you Will recall that when Miss Meac&skill 
wes on the stand on the 9th instant, she gave me a 
list of seven other items which she thought should be 
Subpoenaed and as we wers anxious to proceed I listed 
those documents without ea subpoena ina letter to the 
Company. Mr. Mercer is no producing them. I will 
TOlloy this. ft may not be chronologsicéel, (but) LT viil 
follow sit an the order i have set) them out ini the 
letter. Item Number 1. You are producing the first 
item I asked for which is a letter from GC. Db. Dean to 
Je He. MoLleod, deted the 14th of December, 1948. Now 
it is a full three pases and would you be good enough 
to tell me, unless it is reguested that I read the 
whole letter, wha t it deels with, kr. Mercer? 
It deels with the Dominion Income Tax, 
Of what Compa ny? 
Of the Royalite Oil Company. 
And Mr. C. D. Dean, as it appears from this letterhead, 
is the comptroller of taxation for the Imp:rial Oil 
Limited? 
Yes. 
Qr was at that time in any event’ 
Yes. 
TH CHEIRMAL: Mr.Frawley, I suggest that you 
show. tt. to Mr. Shaw, and if he thinks’ 1% is of value 
to us we will let him mark it as an exhibit. If he 


thinks it adds nothing, we won't unnecessarily add to 
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the exhibit numbers. You might just get the others. 
Mes FREV'LEY: And do tne same here? 

TH: CHATRMAW: Wess, Lf Vou Want. to pay ois 
in; Mr. ohew, 1% Will go on, and. then we will have iv 
read. 

Mek. FR. Lay: It was dealt with by Miss 
MacAskill. Item Number 2 is qa letter from the Foothills' 
Shareholder, and that was sent on as we were told by 
your Company to Toronto. You have not been able to 
find any sending on, but this is a letter from the 
Foothills! shareholder is it? 

het is marked as "Foothills' sharcholder” sir. J 
presumed that wes the letter. 

Letter June 8th, 1958- I may do the same vith that, 


Mr. Ghairran® 


69) 


THS CHAIRMAN: Yes. 
Mie FRALEY: And you say that you could 
find no covering letter forwarding that letter, 

OF TVS GOpy OF course, to the Imperial Office in 
Toronto. You see the subpoena item Number 2 there? 
if. NCLAN: Perhaps that...>». 

“e@ understood that only tu be the letter from the 
Shareholder. 

MR. NOLAN: we thought thet letter was 

a description to help us find it. It was sent on to 
Toronto, there is no question about that, if that 

is the copy of the letter that is being referred 

to. 

Mae FRA LSY: The point that was being made 
by Miss NacAskill was that it was sent to Toronto with 


sone comments, that it was time something should be done. 
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Without endeavouring to remember too much of what 
she said. 

MR. NOLAN: That some action be taken 
in respect to the shareholder's complaint. That is 
quite right. That was done. 


ait 


MR, FRALEY: Perhaps if hir. Lercer or 
Mr. Nolan will say it was just simply a formal letter 
forwarding the document you have shown me to Toronto, 
Suggesting that something be done’ 

A I believe a copy of that letter was forwarded tc 


Toronto. 


gy 


“as there enything worth while in the forwarding letter, 
that is all? 


A I did not see a copy of the forwarding letter, sir. 


A> 


I think perhaps to clear it up you had better let us 
have the forwarding letter. Now the third item is a 
copy of the monthly letter written by Mr. MeLeod to 
G.Harrison Smith with regard to monthly production of 
the whole Turner Valley field. Have you been able 

to find that? 

b This does not really relate to production. It relates 
to deliveries from wells in Turner Valley to the pipe 
line. 

G In any event, Mr. bercer, that is stmt you thought vas 
the thing esked for in item 4 of the subpoena’ 

4 Yes, andwe took the last month. 

% Item Number 4 in the letter requesting this material 

is a letter from Mr. McLeod to Mr.omith, written in 

September, 1938, informing iir.SmMith with respect to 

the interests of Royalite in the verious independent 


companies, the net proceeds returned to the Royalite 


nee 


‘ aut fe bi i kioltt 


A ., ‘ 7 ' pa is ‘ 7 
rey Pra pe aan SrtA st, (Ua ten “i Ped wait 
| . Paver On Ya " TO : 


5 : ¥ paar ee 
ae wy: A ne $e ae De say co i) & Teg ; Q % 7 aaa 4 ore. ‘ial ; 


o : ¥ A Ae « . ; 4 Aig . 
| tdgi obtup 


$3 ees a 


et ean Eire . peac! stall + at 


it cy 4, 


f . : Ny i ra Sek ane > = y ys “yr he be 
# ( "La ag ' } asthe 1 By wala. Ce Sieye A snes Rie VE SP: Y 


4 Sous ¢ iN : an ca ; ase 
POD es oS te or sh wey ee 8 i pat weenie | 


¥ Me rey 


a Cee ( t Se “9 bbe yen e if dpa Lies 


cae oe AN 


aes. 


aa. GB el ce ee ee by with 


ca 


a 
Pye 


‘ 
if 


Tel 
a7 


R. D. Mercer. -~8812- 


from each company up to that date, the balance still 
owing, etc. 

x) There was no letter of thet neture left our office or 
was prepared. Bt Lecet Vett (Our  oirice in Sopuembe 1. 
1936. However, a draft had been prepared which was 
Dever sony. or Old it Leave our office. That covers: 
I believe, the subject that was called for. That is 
only a draft form. 

C This is what you feel is intended to be asked for by 
item Number 4 in this letter’ 

4 Yer, 

c Item 5, a letter written within the last thirty days 
Or So, fOr cue cen Office of the iImportal) So Royalite 
with regard to taking over Lowery Petrleums Limited. 
Letter of 10th May from ir.Smith to Mr. McLeod. Now 
Prem vumoer oO.  ‘bevter of lst) Mebruary, L969. trom 
Mrs 1 Cleo to ne. tTrammnel), Turner Valley, with regard 
ts distribution of expense of production mainte nance 
ereus? 

4 There was no letter written from Mx. MeLeod to Mr. 
Trammell as far as our search would shows. But there 
was a letter to ir. Smith at the field office covering 
that subsgct. 

C That is what is intended? 

4 Yes. 

G Mr. Smith is an associate of Mr.Tremmell's is he? 

4 No sir. He is more an associate of the Calg: ry Accounting 
office at Turner Valley. 

C And Mr.Trammell is what? 

v1 The field supreintendent. 


0 Succeeding Mr.Coultis in the field? 
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A That is right. 

& Item Number 7, Memorandum to Mr. McLeod prepared by 
yourself dated the 1?th of October, 1958, deeling 
with estimated net earnings fnr 1959, and stating 
further that the actual daily averege run, pipe line 
run, would be in excess of 15,000 barrels. 

A I have not been able to find that memorandum, Sir. 

I instituted a search myself through our files, and 

I had Wr. Patton institute a search through Mr. McLeod's 
files. I have also personally gone through my own 
working papers, and I have not been able to locate 


that menore ndum. 


C Have you something elses you are producing? 
A Worsir. 
THs CHAIRMAN: I suppose, Mr.Shaw, you would 


like to look through these documents before you can 
examine on them? 


ties Yes. 


“ 
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Pos CHLIRMAR: 4.@ Will have a short recess. 


(At this stage there was a shart recess). 
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Q MR. SHAW: ir. hiercer, one letter we 
were talking about, I would ask to have read into the 
record. 
THE CHAIRMAN: That Wil per Eanipi tat e9oh. 

(LETTER PRODUCED AND HERE 
»ARKED EXHIBIT "298") 

Q MRe FRALEY: EXRI DIG" CIC War et eon y om 
a letter from? 

A Mir. MeLeod. © 

G To bre &. C. Smith, xoyalite Oil Company, Turner Valley, 
dated lst February, 199% 
THE CHATRAAN: who is Mr. E. GC. Smith? 

Q, MR. FRAWLBY: who’ 18 te Be (Os Sion? 

i Mr. Smith is the field clerk at Turner Valley in the Account- 
ing Department. 
THA CHATRHAN: AM Marg Red aly 
MR. FRAWLEY; This letter is dated 606 - 
Second Street ‘Jest, Calgary, #lberta, February lst, 1939, 
100°="2 = ad, that is the file number I take it? 

£ Yes. 


Mp. he Ce SMT h, 

“hoyalite Oil Co., Limited, 

"Turner Valley, Alberta. 

"Dear 8ir:- 

. we acknowledge receipt of your 
"letter No. 2561-T.V. of January 27th, File 4.0, en- 
"Glosing your memorandum regarding the distribution of 
"expenses of the production maintenance crews. 

m We have, as you know, given a 
"lot of consideration to the method as shown of charg- 


"ing out these expenses and have elways disagreed with 
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re 
"it. The net vesult leaves us no recourse but the 
"conviction that we have been aking charges to 
"contract wells in actual contravention of our agreé- 
"ments. In other words, Gharges have been made to 
"certain wells which represent the expenses of a crew 
"which conceivably have not done the work which the 
"Charges represented. 
4 The matter of it being a fair 
"charge or a fair proportion of a general charge does 
"not help us. We are only entitled to charge the con- 
"tract wells with cost for such services when actually 
"rendered, and under the present system the charge made may 
"inelude no actual services but a proportion of daily 
"time taken up by a crew other than at the specific 
"wells receiving the charge. 
u It will be necessary that 
"you arrange that all foremen in charge of these 
"maintenance crews keep an actual record of the work 
“done and the time expended in hours; that this be 
"certified and turnod in each day and that a monthly 
"distribution be based on this statement of actual 
"work done through which we shall be able to substan- 
"tiate any charges made to wells as having been act- 
"ually incurred. 
" It will be necessary to state 
"to the Calgary Accounting Office in showing the dis=- 
"tribution, the total number of hours the crews were 
"operating and the total number of hours spent on each 
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"operation or euch well receiving a charge. 
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" vill you please arrange 
(that this be put into effect immediately and that 
"no further distritutions using percentages based 
"on the previous method be used. 


ie Yours very truly, " 


{nd what are the contract wells? 

The contract wells are wells that we operate under contract, 
not owned by ourselves. 

For tho sake of the record give us an example of some of them, 
of whet were contract wells as of this date, February lst, 
19O9, can you? 

February lst? 

‘At this date, the kind of wells that i.r- LicLeod would be speak- 
ing about when he wrote to ir. Smith? 

ve goul@ classify the Davies Petroleum No. &@ or noyal Canadian 
No. 1 as contract wells as of that date. 

Now any others, i:r.e Shaw? 

wR. SHAW: The one which was narked Exhibit 
"298" in error, I would like to defer judgment on that if I 
might. This particular document is of no interest or value 
AOY ie this: in our opinion... This one may have @ renote) in- 
terest perhaps. I am not cloar about it and may I say with 
regard to the other one, the draft lcotter referred to, I am 
inatructed this is not the letter, it was a letter sent to tir. 
Smith but it disclosed, not the Northwest interests in the 
various Turner Valley wells but the ioyalite interests in the 
Turner Valley wells and was written approximately about 
September, 1938; this particular letter was never sent and 


that is not the one we are concerned with. 
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MR. FRAWLEY: You can have that one back 
(hands docurient to witness) and then wr. Shaw suggests, 
even although he suggests it is not particularly important, 
I think we will offer this. 
(LiTTER PRODUCED HERE iu.RKOD 
WS EXHIBIT "299". 


MR. FRAWLEY: This is a letter from the of- 
fice of the President, Imperial Oil, Limited, Imperial Oil, 
Building, Toronto, Canada, deted iay 10th, 1939, No. 32 
and it reads; 
Turk ode oHs MeLeod, 
"606 Second Street vest, 
"Calgary, Alta. 
"Deux Birt Ke; Lowery Petroleums Limited 
me We wish to acknowledge receipt of your 
"letters Nos. 919 and 942 in regard to the propesed 
"contract between Lowery Petroleums, Limited, and 
"Royalite Oil Gompany, Limited, for drilling a well 
Nin L.SsDeo of Section 22, 20-4-5. 
" In this connection we are enclosing a copy 
"of a letter of today's date to hire Roadhouse which 
“we believe is self-explanetory' 
MR. FRAWLEY: If I might intervene, can you 
tell us who Mr. Roadhouse is? 
Wre Roadhouse is in Toronto. 
I mean is he a member of your organization? 
ees, 
Do you know anything about him at all, I only interrupt to 
know what we are reading about? 


It is only presumption on my part but I have presumed he is 
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a member of Doherty Roadhouse, Toronto. 
Q, Stock brokers? 
A Yes. 


"In the meantime, and until the question of the 
"transfer of Lowery Petroleums! interest from 
"L.ed.D-6 to L.d.D. 2 is settled, we would request 
"that the agreement between these companies be held 
"in abeyance. 
2 Je think we have mede it 
“quite clear that Lowery Petroleums should have an 
"{nterest in the well to be drilled on L.&S.D.-2 under 
"terms as identical as possible to those that would 
“have applied in the case of a well on L.S.De6- In 
"speaking to Mr- koadhouse this aan ine regarding this 
“matter he was of the opinion that Lowery Petroleums 
"should accept our offer. ihen the offer is acoepted 
Yon behalf of the Company, the deai can be consummated 
"as soon as the Company is reorganized according to 
"the plans already drawn up. The reorganization can 
"proceed immediately on the retum of the agreenent 
"between the four interested partics, which we presume 
"has now been executed by Royalite and returned to the 
"SO. & BE. for execution by it' 

Q WR. FRAWLEY: That is a Calgary and Edmonton 

Corporation, the C. & H.? 


A Yes. 7 
" It has been decided that the 


"head office of the Company should be moved to Calgary 


"ond thet the new Board should consist of the following: 
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4 J eHeticLeod - President 


ee Alexander Hannah - Vice-President 
" SeF.Heard ~) | 

" T.&.Burns ~) Directors 

n T -H-Roadhouse -) 


lures Roadhouse has tindieated 
"his willingness to accept the directorship. 


‘ Yours 
Very truly yours, 


GeHeSmith 
Pex OB sie " 


And you do not know who "0.B.H." is? 

Hosixr,, I de_not. 

MRe FRAWLEY: Now any others, hire Shaw? 
MRe SHAW: No, subject to what I have 
paid and then this other statement, instead oft the draft 
letter, perhaps you can find out if there is a similar 


letter with respect to the Koyalite interest. 


luke FRAWLEY: Yes. 
MRe FRAWLRBY: ~ have returned to you the 


draft letter, which it would be difficult to describe be- 
cause I presume it is not dated? 

No, that is not dated. 

Well you gave me this document copy of which 2 have in my 
hand, entitled "draft" and consisting of seven pages, 6% 
pages, a draft of e letter cr memorandum to iir. Ge He Smith, 
re interests in various Turner Valley wells, that was in 
answer to the request that I made that you should produce 
a letter froa J. H. sicLeod to G He Smith written in 
September, 1938, informing iir. Smith with respect to the 
interest of Royalite in various independent companies, the 
net proceeds returned to Royalite from each company up to 


that date, balance still owing, etc. 
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A We have been unable to find any letter of that neture 

written in September, sir, pertaining to that subject. 

Q Well does the memorandum, you might examine it, does, 
is this memorandum restricted entirely to the interests 
or a discussion of the interests of the Northwest Company 
in various independent companies, you fight look at it vy 
and see, perhaps it is what iir. Shaw wants after all? 

A No sir, it covers both Northwest and Royalite wells. 

Q Well then just depending onthe description which you got 
from me, does that memorandum, if it was ever sent, inform 
Mre Smith with respect to the interests of Royalite and 


various independent companies? 


A Yes. 
Q In all the independent companies in which koyalite has any 
interest? 


A I would have to check that. 

Q Was it complete in that respect? 

A It was complete. J would not like to say if it was complete 
to that certain date, Mr. Frawley, but I ao knOw that it 
covers Royalite's contract wells. 

Q And does it give the net proceeds Feturned to Royalite from 
each company up to that date; however there is perhaps not 
much point in following this up, if Mi. Shaw says, after 
consultation with his client, that it is not the document 
which we want? 

MR. SHAW: Des it cover Davies Petroleum 
for example. 

Q MRe FRAWLEY: Yes ,does it? 

A No, Davies Petroleum is not listed in this. 


Q, Now have you a memorandum there at all, having in mind the 
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or 

8 
language in Item 4 of my letter, giving to Smith infor- 
mation from iir. McLeod dealing say with Davies Petroleun? 

fs We would have to nake a further search. 

Q You would have to make a further search? 

A Yes. 

Q, So that there will be no question but that we have exhuusted 
every effort to try and get this material, will you nieees 
do that? 

A Yes, I can make a further search, 


Gi, In the meantime I think you had better keep my letter to 


you? 
THR CHATHRAN: Ad plenty: iin. “Shaw. 
MR. SHAW: No further questions. 


TO MRe NOLAN: 


Q There has been marked, Mr. iiercer, a letter Exhibit "298" 
dated the lst of February, 1939, being from tir. J. H. 
MeLeod to ifr. & C. Smith and you say this is written from 


the Calgary office to the Field Accountant? 


A Field Accountant or Clerk. 

is) Field clerk? 

ra Yes. 

Q And it is discussing methods of making charges arising out 
of the expenses of the production iaintenance crews? 

A Yese 

Q Now in a word what was the sytem in vogue prior to this 


letter of February lst, 19397 
a We found that the field, in distributing---- 


f * c 2 mS 7 
Just a moment, what are "production maintenance expenses’, 


LS) 


what are they? 
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Q 


The salaries and routine expenses, material ana expend- 
able materials, tools, etc. used by these maintenance 

crews to operate the wells or groups of wells in Turner 
Valley. 

fll right, now prior to Februgry 1st, how was that being 
distributed? 

The field was making the distribution---~ 

what do you mean by the "field"? 

Field office, sir. 

find who is in charge there? 

wife Smith is in charge of the field office, they passed us 
certain distributions which we apply against costs and they 
make certain distributions of payrolls which we voucher and 
pass through our books. Those pavrolls distribution were 
effected in connection with the swing crews on a basis partly 
based on the production of the wells interested and partly 
based on an arbitrary distribution. 

All right. - Now there is © much sxpense to be distributed? 
Yes. 

Thet is distributed, you are talking about contract wells? 
Contract wells along with our own wells. 

Along with our own wells and that expense is distributed 
partly on the basis, was distributed before the lst of 
February, partly on the basis of what these wells produced? 
Yes. 

On the basis of their production? 

Yess 

Ana pertly upon the basis of what? . 

An arbitrary distribution of the~---- 

Of the account ing expense’? 


Yes, of the accounting expense. 
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Now whose ides was that? 

That was formulated in the field. 

Then we come to February, 1938, 1969 rather ana I fina 

that the Calgary office in ixhibit "298" is questioning 

that proeedure? 

Yes, we questioned the distribution of those charges as 

part of our duty. 

You mean wh8n you say "we", who are you speaking of? 

The sccounting Department. 

In Calgary? 

In Calgary. 

Is questioning the Accounting Department in the Yalley as 

to the method of distribution? 

Of distribution of those costs. 

You had an idea here of your own? 

Yes. 

And what was your idea in Calgary, how should it be done? 

We considered that cost, we considered in this connection that 
those costs should be distributed on an actual basis. 

Actual? 

Yes, that the time of the members of the crew should be noted 
at each location and the total number of hours worked during 
the period would then be allocated on the actual hours of the 
crew at this location and be reported to us in a percentage 
basis. 

Sod is it fair to say that by adopting that method you would 
get away from the arbitrary allocation of that expense! 

Yese 

Under the old system? 


Yes. 
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v@ll whose views prevailed, the Calgary accountants or 
the Field accountants. 

Our views prevailed. 

And that is the way it is being done? 

That is the way it is being done at present. 

Yes, but the other system was in the opinion of the fiola 
a fair system? 

They considereca it very fair and in fact that letter had 
to be written in rather strong language for us to bring 
Our point over, that we wished this basis to be put into 
force. 

“es, I think I follow that. Wow lir. iiercer, something was 
said here the other day about statements which had been 
prepared and withheld from this Commission; now you know 
about statenents that had been prepared during the time 
that this Cormission has been sitting? 

Yes. 

Now to go back to the beginning, do you retiember statements 
Which were prepared when iire iiorrison was Giscussing matters 
of accountancy with the hoyalite Oil Company? 

Yes. 

On what basis were those statements prepared? 

we prepared the statements on what we called the "revenue 
basis". 

Yes, did you talk thom over with Lr. hiorrison? 

Yes,full discussions were made. 

With wr. Morrison? 

with wir. isOrrison. 

ind lirs i:orrison was the Commission accountant? 


Yes. 
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e) Did he accept those statements? 
ike FRAWLEY: He is not the Commission 
Accountant. 
iitie NOLAN: I beg your pardon, he was 
the accountant assisting Counsel to the Commission. 
Mice FRAWLEY: With regard to pipeline 
matters. 
Mine NOLAN: But he came to us with the 
authority of the Commission. 
Mike FRAWLLY: Of Commission Counsel. 

Q, i:Re NOLAN: And were they aceeptable to 
Mires iuOrrison on that basis of revenue? 

A No sir. 


q Then what happened, tell us in your own language wheat 
tock place? 

A We had prepared these statements and after discussian 
with iire borrison and finding that they were not acaept- 
able to him as the basis that we had used. 

Q, Yes? 

A We then approached our auditors on our own behalf and 
requested their opinion as to our statements. 

Q Well now when you say you approached auditors, had this 

question been discussed with any auditors by the Company 


prior to this interview with ..r. horrison? 


re Yes, our own auditors. 
G, Our own auditors? 
‘ Yes, the comoany'’s auditors. 


Q And who were they? 
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A Price, aterhouse and Company. 


G, And what attitude did they take about it? 


i They didn't accept the basis we had used either. 


a) And that you told me was the revenue basis? 
dé the revenue basis. 

Q well what basis did they want? 

i‘ They wanted to use the labour ratio basis.. 
Q You mean the Price, ‘Jaterhouse basis? 

A Yes, that was the basis of that. 


Q, and is it fair to say that they declined to put forward 
statements prepared on a revenue basis? 

iA Yes. 

Q snd I understand and we know here tit mr. worrison proceeded 
also on a labour ratio basis? 

ii That is my understanding of it. 

Q In precisely the samc as the Price, Waterhouse, but the point 
I am trying to make with you. .is this, that the statenents 


which were prepared and not submitted were on the revenue 


basis? 
is Yes. 
& That basis was not acceptable either to your own auditars 


or to Mr. iiorrison? 


a That is quite correct.. 

4 nd thet is the reason they did not find themselves here 
before this Commission? 

Yese 


MR. FRAWLEY: ; 
and those statements which you produced which were subpoened 


EP 


fron you at siiss siacAskill's request and which are here, 


put in the other day, you know the statements that hiiss 
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WaGAskill has put in, statements showing cost of production, 
showing Imperial Oil's interests perhaps I should say in 
certain pro duction in Turner Valley? 

Yes. 

The cost figures, you know the statements to which I refer? 
Yes. 

You produced them here yourself in answer to the subpoena 
served somo days ago? 

I think I understand. 

Those statements were prepared on a revenue basis? 

the foundation of those statements were prepared on a revenue 
basis. 

It seems you informed your head affice in Toronto and they 


perhaps informed the head office, of that I presume you have 


no personel knowledge? 


Noe 
Of costs built up on a revenue basis? 
That is correct. 


And as I understanu you anyway and I have always understood 


ir» Burns to say that those costs contained essentially a 


number of assumptions as to the distribution of indirect 
coats? 

That is correct. 

An assumption of revenuc, of being the revenue basis? 

Yes. 

And that, wr. Morrison thought and your own people thought, 
wag quite inadequate for the purposes of this Commission? 


That was my understanding. 


However good they might be for your cwn purposes and for 
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your President's purposes, they were not good enough for 
the purposes of the Commission examining into the cost 
of transporting a barrel of crude oil through your pipe 
line, that is the fact, is it not as you understand it? 


b That is my understanding. 


Q And what the objection was by Nr. iiorrison and Price, Water~ 
nou.se-~~— 

A that is 80. 

Q It is not necessary now to go into, but they built it up on 


a quite different basis? 
‘ Yese 
Q Do I understand you people continued to make these statements 
for your own internal purposes notwithstanding lire i:orrison's 
views as to what might be enough for this Commission? 
i I have prepared the atatement for the year 1968 at the re~ 
QV.est--<+ 


C Bxni0..s "2590"? 


va) Yese 
¢) Which is the Jersey statement for the year 1928? 
as Yes. 


But I was referrin. to tnese other docunents which were here 
the other day that ifiss liacAskill produced? 


é Yese 


(Go to number 8829) 
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Mi« SHaW: With regard to Sxhibit "298" which you have 
before you, and your evidence indicating some difference 
of Opinion as to the bases of charses against the contract 
well. Can you tell me whether that difficulty had arisen 
netove, Or was that a continuing difficulty you had with 


the people. in Turner Valley? 


Pome we twer Came AbOUG DY SUE G's wie wile acy 


Ayers s ) when you say “this letter", would youxrerer 
to the Exhibit number? 

“xhibit number "298". Last year or about that period of 
time, our operating gystem of operating wells has changed 
GO the extent. thet. we now operate a series of wells with 
Peruse) Crew Lis tead. of usins indayidual crews (at 
Mdividueal welis. The expenses of tiose erews are péeing 
located as I explained. 


Sy fe 


Poeveoanls. YOU Say. in an ACDLtrary, way ¢ 


Martially, arbitrary, and partially based. on the production 


of the wells being opsrated. The accounting Department 
then objected. 

Can you tell me whether the companies concerned with 
whom you nad contracts objected or made complaints with 
respect to the allocation of the costs or charges 
generally? 

I have no knowledge. 

You would not have any knowledge of that? 

No. 

C-.n you tell me whether, having prevailed with your 
Sleuth. that the system of charges up to the lst of 
February, 1938 wes in error, can you téll me whether 
there wes any rectification to those companies in respect 


of that policy which you had followed and whien you found 
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Mereer 


bO be unfair to them? 

On taking this matter up with our field office and 
going over the whole subject, we found that any 
aifferences were very, very slight, if any. 

pour’ field office Tinally convinced vou that it did’ not 
amount to very much? 

It did not amount to very much, although we put in our 
system as being the more correct and having better sub- 
steantiation for the charge. 

and that has been in effect since the lst of February last? 
LOS, Sir. 

Has the subject of these charges against these contract 
wells been considered or been before this Commission 
Srevicus to, the 1st ct, Pepruary, 1939? 

I would not know. 

Peeters Gove oLehave these oxbibits..[ wanted to. spear 
Peouyou avout. rake for) instance, .xnidit. "2389" ane 
Serie "290" which are, cost, (statements) tor the years 
1937 and 1938 respectively. Taking perhavs "290" which 
is the statement for 1939, you have a cost per Darrel 
there of crude oil of $0.7845, or about 78s¢ a barrel? 
Wes eir s 

Now, on what basis is that figure of 78s¢ arrived at? 
On the revenue pasis. 

and this was prepared roughly at what time? Dated....% Ho. 
For the ae 1938. .1t would be durines this year. 

Yes. 

During this past winter or early Spring. It would be 
prepared then, yes. 

Is that prepared once a year or is it prepared monthly, 


statemants of that kind? 
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This statement would be prepared tvice a year. 

aud the last one you made then, was when? 

A Per the year 1960. "The: Past one de exhibit wegon 
that you have in your hand. 

Q Yes. are you still keeping cost records for the 
purpose of making out statements of this kind, 

Exhibit "290"? sre you still keeping cost records? 

A ft will make a record so that I may submit this class 
Of inrormation called for. 

O You probably will be sending cut to Toronto on th: same 
Som cor 1Orm, DuLlt up the same waras built up in) "290") 
Sierne Lupare? 

A Yes, sir. i might qualify that if I may. We have used 

TO2S SSi1S of cost in costing inventories ct oll thas 

may be on hand at the end of any accounting period: 

Ye anticipate still having inventories at the end of 

future accounting periods, and until I am instructed 

tO put into force a new system, I anticipate making 

up these memoranda of costs for the purpose of 

inventory and I also use them in any statistical data 

that I may pe salted to give the executive. 

Ang you. Wil) continue to use the revenue basis” 

A as far as I am concerned to date. 

@ Just while we are referring to that. Is there any 

significance attached to the letter, uxhibit "295", 

from Mr. MebLeod to Mr. Smith, because that is an item 

ef cost going into the cost per barrel of crude oil, 


tet. not ? 
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Now, what basis do you use for distributing those 
expenses, utilities crews in making up these statements 
such as “xhibit "290"? 

The cost of the utility crew would find its way into 
our direct operating expense. 

50 now the question of the distribution on a revenue 
basis or sove other basis does not anosly in eonnection 
mio the Cost of production in Sxhibit "299"? 

NO. 

UBOse re direct costs? 

Hes inose are airect coste. 

How do you know how much time your production and 
maintenance erews spent on Royalite wells as distinguished 
from some of the contract wells? 

The foreman is instructed in that respect to verify the 
time spent by the members of the crew at each location. 
Mee. Oh, well now, that is for the year’ 1936, dt6.4t) not, 
He did it on some other, basis? 

He did it on a comparison of the production of the one 
well to another for a portion of the expense and the 
balance O& the expense was split on an arbitrary basis, 
besed on the men's knowledge. 

Leaving the contract wells,as you call them,aside, 

and thinking only of our desire to,find out wheat it 
¢osts the Royalite to produce @ barrel of erude oil. 


Looking at Exhibit "290", which shows the cost for 1938, 


and looking at the figure of 78$¢ which is called 


Royalite cost.of production for 1958 for crude oil", 
would you say that there is any infirmity in that figure 


of 785¢ in view of what you have just told me of the 
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matter of distributing the expense of production 

and maintenance crews? 

Only the seneral remarks that have been made against 

the Jersey statement. 

Yes. As I understand though you now are going to endeavor 
to get the production anc maintenance crews to be exact, 
and you know how wuech they spend on Revelite wells and 

on contract wells? 

Yes. 


I take it from now on you will have something that at 


least Satisiics you th.t you know where that Kind Of expense 


Hes deen incurred? 

Yes. 

Tm oteoo YOu Sey 10 Was dane On an arbitrary) pasis, 
tie percentage or production from Davies Petroleum 
6s Gompeared With Royalite No. SO dnd "so. Do you see 
what I mean? 

Yes. 

You. G6 not think that is completely accurate, do you? 
Usless insofar as €@ method of distribution. 

Thatever there was wrong with it, you thousht it was 
worth while to change? 

Ves. 

You think now you have a better system than 1938? 
Yous, in allocating these direct costs. 

Te particular kind of cost that is reflected in the 


Poon 2a fraction centea that is put dowh in “xhibip "220" 


Tt is’ put down as the cost of producing a& barrel of erude of} 


in Turner Vulley by the Royalite in 19387 


Yeas | 26 te a portion of those costs. 
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It is in there? 

YuSe 

In this what you call arbitrary, and perhaps you might 
eo SOUDarias tO say unsound diretripudion of.aneat 

per ticular cind of cost? 

It is a- proportion of that is related in the 78s¢= 

You have not anything ae recent than 1938, which is 
Exbi bat 290" ? 

No. 

ist me understand again, following up Mr. Nolan, why 
tais Mocutiont, this thing, or that kind of information, 
was not submitted to the Commission? 

Me did/not consider that it was of interest to the 
Commission. The background of the statement was made 
Ou a mevenue basis,of cost, and as .Mps Morrieon the 
Sud tor "dtd not agrees, to That basis) iwe “dia nobiconsidger 
it was of interest to the Commission. 

That is with regard to, the pipe+Linéss..es5.05 Just want 
to understand and to. be perfectly clear about Mr. Morrison. 
AS you know, his connection with the Commission ceased 
when we discontinued attending to pipe-line matters? 

I understand. 

And Mr. Burns has alrcady made a statement with regard 
to the cost of production? 

Yes. 

Of Royalite oil, and some of the companies you are 
managing? 

Yes. 

Such as West Turner? 

ves, 


TH: CHAIRMAN? “wnat was that Exhibit 


ATS RE 


number, Mr. Frawley? 
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MR. FRA TIBY: Dowas trying to (find it. 

In connection with Royalite? 

TH: CHaATRMAN: The &Gxhibit number in which 
you found the 783¢ figure. 

Te Bea Ys That ae BAALOIG "Soo" 

that I have just been examining him on. 

TH’ CHAIRMAN: Then Mr.Burns' statement, 
what is the number of that? 

MR.e FRAY DESY: have been Looking tor 


thellast two minutes. 


THE CHATRMAN: DO You remember, Mr. Nolan? 
MR. NORAN: No, I have not my. reference 
here. 

MRS ay iY t I have this document put in 


Dyrcir. burns, “est. Turner Yells. Sxhibites 257") “250. end 


W209". Oleerly, there are some cther exhipits. 


TH CHAIRMAN $ Yes, there. iss. . Burns) lows 
statement. 
MR. FRAWLEY § Ir if hed my reeord of Exbipige 


Timieht refer to the number. I weat to do that before this 
witness stends down, compare these two things. 

&8 I say, Mr. Morrison left us when we finished dentin 
with pipe-line matters. Mr. S3urns then made a submission, 
as best he could, I am sure, with regard to the cost of 
production of Royalite oil. I presume you assisted him 

in the preparation of those statemants, dic you? 

No doubt I did. 

De you know if he submitted ‘to us a cost of production 


buscd in any fashion on the revenue basis of distributing 


indirect costs? 
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1 Oale Like to ‘inform myself on that method. He made 

that statement up. 

MR. ©RaTLEY: Yes. Then let me ask you, and I am saying it 
in a friendly wey, why did net Mr. ‘Burns show us this 
statement Sxhibit "290"? 

This statement only shows the final Imperial's proportion 
of the cost as pertain to its holdings in the company. 

He eo meatusr of fact,’ I do not recall that, bat it may be 
Just this tisgure Mr. Burns did give we for Hoyalite 

erude oil 78s¢ ver burrel, and £1.34 for separator 

naphtha, and “1.41 for absorption plant naphtha. But 

thet is the figure I would Like to bring to your attention? 
Yes. 

TH CHalTRMAN: LO WO IT a) ae 

WR. FRA TDOY: You say again that the reason that document 
was not OreOCuUced.¢eesend I think |b understand, 1b. nowese wes 
the reason that document was not produced in connection 
with the pipe-line matter. But I am more concerned now 

as to any.value it may be to uS With regard to the eost 

Of production. “That have you'to say about it, whether the 
Commission would be entitled to take from you now, on 
behalf of Royalite, a figure of 78g¢, roughly, being its cost 
of DrOAUOLTY erude Oil, Bn 1998 2 

No, Sir, 2 60 not believe thet could be taken. 

way, ti. Mercer? 

This statement, which coves from the Jersey statement? 
2ee? 

Is prepared by me in the erurse of clos.ng the b'oks 


of the company for an. accounting period. 
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A 
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Ae 


Let. me go right to that, so the Commission will have it 

On record. The witness is referring to Exhibit N55 
which is the Jersey statement for 1938? 

res, “Sir. 

2ouMare rererrine to tne fistire in BSxnepiG 1290" or 
80.7845 per barrel? 

TSS, Sir. 

Poemwid you reter to any similer: figore. in Bapinry i255. 
the Jersey statement for 1938? 

This will show just the point I wanted to bring up. 

These ee See 

ine whaGe “Wdenever you say 'these™, «refer to the Exhibit? 
The figure 30.7845 per barrel on Exhibit "290" wus taken 
from a drart statement prepared by me during the ¢ourse 

of closing the books of the Royslite Cal Company so that 
Miter; price the inventories of oij. held at the endo 

the years Of necessity, they are prepared in a htrry., 

OnLy a matter of “two or three hours is -teken to 2so~over 

the whole books of the company and take the figures down. 
Then in preparing this statement....... 

This statement, Exhibit "255"? 

Yes, the statement, Exhibit "255" which was submitted 

to the Commission I was able to go over and Spend more time 
and I find the figures shown on Zxhibit "290" of -:0.7845 is 
now reflected on this statement, which is =xhibit "255", as 
O00 7876. 

40.7876 is the cost of producing crude oil by Royalite 

re 1IS87 

Yes. 

Using the revonue basis? 


Yes. 
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q ‘when did you prepare these two statements, in point 
of time, Sxhibit "255" and Exhibit "290"? 
A The information used on the cost in making up =xhibit 


"290" was prepared roughly during the first two weeks 


Pe SULA Ys 


2] LIDS? 

A 12 eA 

Q And Uxhibit "255" 

A i do not know the date on which this was submitted by 
Mr. Burns, Mr. Frawley. 

Q On the 16th of May, the Chairman told us? 

A Then this Exhibit would be finally prepared the second 
week in May, 1939. 

MR. PRAWDSY: Is that right, Mr. Chairman, 
Se eoub abo? 
Tit CHATRMAN; Yes. 

Soe. FRAN ION: You say “txhibit "255" was prepared more 
Carciubly by you? 

A TES). “SL. 

Q But again, as I understand your company, subject to the 
infirmity for Commission purposes of being prepared on 
the revenue basis? 

A Yes. 

Q Yell, let us discuss that for a moment......... 


THE CHATRMAN : This witness tell us that 
notwithstanding what has been said to him by auditors 

in respect to pipe-line matters, with which we are not 
now concerned, that they continued to use the revenue 
basia to arrive at their.......f0r inter-oftfice purposes 


Mmowcsthe, cosas or producing wine iormde6 oll. 


eh. 


é We 52> Se 
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ie DO. Mereer 


| ine Cy em Yes. 
Pehienns NT J BLUR Btu tn A ae ny | = | 
TH? OH..IRMAN: Now, it may be that he 


is right, anc thet is the right way to do io, Vas the 
company is not doing anything foolish, I suppose. 

I would like to know more about it. Perhans his view 
will prevail with us rather than that of the auditors. 
hetous hear why. Pursue it. 

Al Pio hewe bat Yes, le Wilh just corset (eli “poet the 
pipe-line. This revenue basis statement micht have been 
no good for pipe-line, but that is history now. "e are 
concerned with the cost of producing crude oil. Is there 
anything wrong with the distribution of indirects on a 
revenue basis when one wants to find out the cost of 
Hroducing crude oil br your company? 

A Lyean be ‘arsued. shat &@ certain Department handling 
higher-priced products will have « greater revenue and 
of necessity then stand avwrea her iprepornionm Ofaune 
imoirecet cost than really ‘showld We <pplied, Mrs prawle. 
Piet s a Crivleism age inst (the orineiple tof (sine cone 
revenus. basis as an allocation of indirest expense. 

It might over-load a certain Department with an onerous 
overhead. “e use this only to evaluate what we have 
Considered in the past a very small inventory of oil. 
Teuhas never been & Lerre amount Of monsy on each 

balance sheet, and it has always proved at least equitable 


for the purposes for which it was used. 


a iis 60 69 we 


A Of evaluating our inventorics of oil. 
Q Let us just see what these alleged infirmities are 


of the indirect bases of distributing. I seem to remember 


it means unlezs the Department with respect to which you 
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desire to allocate costs is a non-revenuc producing 
Department it is not charged with any portion of 
administration, for instance. 

ihe be aS) FRU » 


50 that ycur Department, the Drilling of Wel:s Department, 


bh: 
v9) 


not 4 revenue producing department? 

No; .sir. 

So that now having only in mind crude oil, it means 

thet the ‘selary of the General Manager, Mr. MelLeod, 
WeenOty Charged With any portion, Os. 154 -wueves, | Lin, seems 
VecvM TOMI arses es ou Dab 15.48 She. Samer thane, ibs Gh nowy 
TOU snow, Whet 2. am speaking) abouts, No» pantvoryir. Mcleod ie 
Setar) iS) charred tO the Drilione of Welveovepertmenw?: 
TRaGLS Dawe. 

Mowe, vou, ere drill. ne Somes Welisvover animois 
Supervision, you aré. producing Some crudeé) O11 in thus 
legal subdivision, nevertheless, no part.or the salary 
Giving that period goes against the, Drillang,or Melis 
Yepartment? 

Yes. 

and I take it perforce more must go against the 


Producing of Cil Department than otherwise would go? 


= 


Yes). 
That is the situation. ‘“e need net labor that. That is 


a suggested infirmity in that syst-m of allocating? 

Yes. 

Why do you continue to suy it -.s good enough, why do you 
think you surcly have the right cost for any purpose, 
valuing inventorics or anything else? 


It does distribite our total profit und loss for the your, 
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& 


ao 


any year or 4&4 period undeér yveview. “Ye are able to take 

Nur revenue and our direet and indirect cost apnlicable 

to the develooment and PrOGUGCTION Of iol anudanply) tien 

on that basis. 

But costs. I am thinking of the 78 and a fraction cents 


Ft 


a barrel that anpears on exhibit "25s" and, "290". One 
would think when it was put forward on two statements 

by your company that this Commission misht be well 
excused and take it that is the Royalite's submission 
Peri Giese COSb OL Draducing  €rude OL Ln dooe.”, Doo ned 
Wenuewe be Inreir to the company. “You heave now seaig 
Orme Vourdo nou think That 18 the right cos? 

NO, 1% iS 4 matter of production taken trom the wells 

in the period under review. %e would have new producing 
wells that would produce at anproxivately,at flush 
production this year....-. 

Yes. 

At an approximate average cost of production. That must 
also be taken into consideration in arriving at the true 
cost. 

Yos, 1 see that. That is a little different, 15 a0 nog? 
Maidgh 28  cnoOLer, Aniirmity, ahosnes difficulty that 
presents itself in trying to get the cost of production 
of the company .t .11 if it hus different kinds of 
products nd flush production «nd older production 

Yes. Another point, to take our basis we would hive 

to give the true cost of producing we would h-vs to wit 


UntTiIL we had obtained the last burrel of oil out of the 


ground. 


Yes. 
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To get the true basis on this yrinciple. 

Yes, I see that, too. ft am just eoneeraaa with why 

you are advising Mr. Smith or anybody else throuch him 
that your cost of production in 1938 was 78 and a fraction 
cents? 

“e have alweys taken the information which we have 
Supplied the executive as more a figure, not a natural 
figure, but more of an opinion by comparison? 

What do you mcecn by that? 

That we may report for the year 1937 that certain 

GOsts are so much. 

Peake tls Cisure, looking at) Exhibit, "2309"... what, wee 
tic Figure of Royalite'’'s cost of preduction, in 1947, 
whieh aswhet Exhibit "289" states in part? 

PicenoOvallse COSt Of PPOCUCTION OL crude oll on 

Exhibit 289" was 80.7475 per barrel. 

PEt certain costs, ox lauded? 

mxecluding the gathering costs,yes. 

ee eg eee is’ thet: Sxha biti aes! 

fer 19o)) OF forthe Lirst: Halt of Leos? 

Worteubo sune, Loos. Thay Ts oubhe (Correa t. 

For the first, six months’ 

Yes. 

Matis what 1 had. 19ds7 is not Nere. 

Wee Pea I Liny § fl em sorry, Gxbibigatear? 
fovtor the firet half of 19YS8, ane Sxnipit “270° er 
the complete year, 1938? 

eS 

Then this is of no particular value because it clearly 
is broken off, the accounts are broken up in Exhibit ‘289" 


but I presume it to be 11 there in Sxhibit "ego". 
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Oa. WOR AI RAN Mr. #rawley, I may mention 


it now. «as I recall the position of both auditors, it 

was that a labor ratio basis should be used. 

re Pie RNS Yes. 

torus LR Miales In determining these 

costs with which they were then concerned, in connec- 

tion with the pipe-line, and so far, no one present has 
any idea of arriving at cost on a revenue basis. 
Oitierences Of opinion are aii ae to, whether Gunite or 
should be taken into account or not. Now we have a witness 
producing a document which has been put forward to us 

as an inter-company account of wh.t it costs, amongst 
Ovner things, what it costs ‘them to produce a@varrel. 

Or crude oil. The witness sugeests’ that “the Dropavive 
force of that statement in that regard should be not 
given too great weight for certain reasons he advances. 
But it would appear consistently and persistently 

th executive officers of this company have been content 
to accept it, and’ Tem only seying this now so thet, over 
the noon hour you can think about it, I would like you to 
goon and I woule like to se* that pursued. " If ‘they 
feve no’ interest in the’ cost ofa barrel, of orudesoin, 
why have they consistently end versistently reported 

on it. <Anc if they have an interest, why wouldn't 

they take the most accurate way of reporting. That 

may be all simply cleared up, but it wo 1d help us 


ips were. “thet Devabh. 
MPa. PRatio Ys Very. Wed.) ose. 


ee e 


(St this stage the Hearing was adjourned until 2:00 p. m.) 
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2:00 P. M. Session 


THE CHATRMAN : vy” Prawley before you 
commence I think that I should s:y that it haS occurred 
to me that by my silence in not mentioning Mr. Le Sueur 
when making mention of Premier Aberhart in connection 
with the letter, Exhibit "284", I might by 
My silence Seem, tO cast & ~diseredit: upon nim» It 
is, we think, not unusual that those who feel that their 
interests may be affected, should cndcsvor to xuscertauin whet 
legislation may be passed that may affect their interests. 
We see nothing dishonourable in the doing of that and, as 
Mr. Plotkins has pointed out, apparently it is not un- 
common to even -pofo.ch members of the Legislature to 
point out what would be unfortunate legislation if passed, 
in the opinion of the person doing the approaching. as 
only mention this so that we should not by our Silence 
with respect to Mr. Le Sueur seem to cast discredit upon 
him while exonerating the Premier of the Province. 
With regard to Mr Beli ep 
is enough to say that we have placed reliance upon his 
evidence, which we would not have done if we had thought 
that he was a dishonest man. 
MR. FRAWLEY: Thank you, 
THE CHAIRMAN: EL think that closes theowhate 
of these matters which have recently arisen, You may now 
proceed with the witness. 
RUSSELL DANFORTH MERCER, having 
been recalled, continued examination by Mr. Frawley, 
Q Mr. Mercer, I was asking you this morning about the Exhibits 
"989" and "290" and a further one I want to show you, of 


Exhibit "286", all of which contain statements entitled 
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"Turner Valley" and would appear to be, among other 
things, would appear, among other things, to indicate 
the cost of producing crude oil by the Royalite Oil 
Companies in respect of those periods with witon they 
deal and I want to show you now ®xhibit "246", which 
was Mr. Burns’ submission with respect to the exper- 
Bercos “Ol. sterling Pacific Yells No.3, 4) 5 & 6s 
those are, can be generally referred to as Royalite 
Welbs,1 take it? 

A Yes. 

Q And Mr. Burns told us that he merely selected those 
for reasons which I need not recall now, because they 
seem to indicate a typical operation and he told us 
that there was the cost there. his statement Exhibit 
No. 246 shows that there was a cost of production there 
for a ten year period of $1.01 per barrel , now can 
you, by looking at this very brief statement, indicate 
whether or not it is prepared on the same basis as was 
used when the figure of 78% ¢ was set down in Exhibit 
P2900 Hor iphe ficure of *74:¢ set. down for the year 1937 


Sershown on Exhibit-"286". can you tell me? 


A No, the figures of cost are not arrived at on the same 
basis, 
2 Ne have been talking this morning about the revenue 


basis for distributing indirect costs and we heard 
what you had to say about that, what basis did 
Mr. Burns use in arriving, what basis did Mr, Burns 
use for distributing indirect costs as shown on 
Exhibit: "246"? 
A He only made an application of what he anticipated would 


be the cost over the period in his consideration, what he 
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&O 


considered would be the proper cost over the ten year 
period. 

THE CHAIRMAN : Pr: dicated on the revenue 
basis or an estimation or what? 

No, it was a straight estimation, 

When you are estimating something, you must have some 
process of reasoning? 

On what we know from the past, 

MR. FRAWLEY: No, but there are certain 
costs which mu be distributed. or administration for 
instance must be distributed? 

Yes. 

Now how did Mr. Burns distribute the administration costs 
in dealing with these four Sterling Pacific Wells in 
Hxhibit "246"? 

He took the figure of “15,000.00 per year as an estimation 
that that would be the amount that Should equitably be 
allocated against the. cost of producing crude oil in 

the Section 35 area. 

For ee een I mean? 


For administration. gener71. legal, technical, and other 


purposes, 


I see, 
THE CHATRMVAN: T am afraid: Lf se not. folly 


that, would you just state that again, 

Me true VL EY § Just anSwer that again. 
The figure of, the amount of “15,000.00 per year for 
a term of ten years was taken to cover the costs of 


administration, geusral, legal, technical, and other 


charges which would be applicable to the cost of produc~ 


C=3 eA he 
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ing crude oil in Section 33, 

Q THE CHAIRMAN: Now is it your suggestion 
that figure is arrived at arbitrarily or how? 

A That was an arbitrary figure based on experience, on 
Mr. Burns' conception of what should be used, 

Q Based on an experience which was calculated how, the 
revenue basis? 

A I do not believe the revenue basis was taken to lead 
him to authorize a charge of $15,000.00 per year, 

Q You see what I am getting at, your past experience would 


be reflected in the figures? 


A yes. 

Q Your year figures? 

A Ves. 

Q And how were those figures arrived at, by applying the 
revenue basis? 

A No. 

Q Or the labor-ratio basis, or what? 

No, on the total cost of our administrative expenses and 
legal, technical, and other expenses, we only took our 
past experience in the amount of those charges and at 
that it was considered that $15,000.00 a year would be 
sufficient to allocate against the cost of producing 
crude oil in that area, 

Q Now take administration, how would you arrive at what 
proportion to charge to that particular phase of your 
operations? 

A It was only an estimation. 


Q But you said an estimation predicated upon past experience 
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and what I am trying to arrive at, how was the past 
experience made up? 
Only through the past experience and the amount of 


administrative. and general expenses, 


MR, FRAWLEY: ye caine 

inpakl. 

THE CHATRMAN : But how divided? 

MR. FRAWLEY: How about the distribution? 


We had no past experience insofar as distribution was 
concerned. 

Oh well, didn't you, you had the revenue basis? 

Yes, we had the revenue basis only to distribute the 
costs against the total production. Here we are 
distributine costs against a product in a special 
area. 

You had X thousand dollars for the total expenses, 
administration and so on? 

Yes. 

And you took $15,000.00 of that X thousand dollars 

and set it down as against the Sterling Pacific ‘Yells? 
Yes. 

Now in what proportion, acreage, estimated production 
from all the wells as against the production from the 
Sterling Pacific or what, you see what I mean don't you? 
“es, 1 would say --- 


THE CHATRMAN: Did you do the work under 


Vee burns 7 


I did the work under Mr. Burns' instructions. 


Quite so. 


Yes and it was a matter of allocating a round sum, 
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MR. -FRA'NLEY: Yes? 

In the past in making the cost of producing crude oil as 
a whole and using the labor-ratio basis or the revenue 
basis rather, we are dealing with a product produced 
throughout the field; here we were dealing with the 

cost of a product from a specific area and it was con- 
Sidered that 15,000.00 per year would amply cover, would 
be the fair charge to allocate in that instance, 

Well you perhaps discussed it with Mr. Burns, can you 
recall nowoyour dicussion? 

He just considered other figures and finally arrived at 
the conclusion that £15,000.00 would be fair for these 
sterling Pacific: Wells, 

THE CHAIRMAN; No one iS suggesting it 

igs not fair for the moment, wo are just trying to find 
out how you got the figure, perhaps it is more than fair, 
but still how did you get it? 

No doubt in any discussion that went on the question uf 
ultimate revenue from the area would be taken into con- 
Sideration. 

Mr. Frawley: Yes, you see you might have 
thought that these Sterling Pacific ‘ells were going to 
be, well not the worst wells in the company's operations 
in the next ten years, perhaps better than average, I am 
only making the su-gestion to you as to how you arrived 
at the “15,000 figure, was it on the basis of estimating 
revenue from these wells as compared with estimated 
revenue from certain other Royalite Wells or how? 

The revenue, if taken into consideration, we did strike 


a figure of “15,000.00, it is quite an arbitrary figure 
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and the revenue would be taken into consideration as to 
what the total amount we would consider would be suit- 
able for the area, 

Do you think that predominated, your idea what the 
revenue would be? 

HO, o'r, 1) co noy think it actually predominated, ic 
would come up for discussion though and be mentioned, 
MAJOR LIPS#TT; Can you give us the total 
figure under all theses headings, Mr. Mercer, and then 
Split up that whole figure among everything amongst 
whuch Lt oshould be, split ip, including this £15, 000.007 
I do not quite understand your question. 

This *15,000.00 is part of a large figure? 

The item is classified under indirect expenses on Page 
pe of $150,000.00, 

Ves, and that “150,000.00 is So much out of a larger 
figure for indirect expenses over the ten-year period? 
Well we considered the “150,000.00 is for the ten year 
period, making “15,000.00 a year average. 

As a part of this large sum which covered all the admin- 
istration and general expenses and other indirect charges, 
now can you give us the total figure under those indirect 
expenses, sither average or for the total period and show 
how that is split up among all the different departments 
to which part of it is charged? 

Well we never make an actual distribution of any admin- 
istrative expenses or general expenses and anything we 
have done to split those for statistical purposes, we 


have done sither ---- 
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Mr. Mercer, as I see it, these indirect expenses cover 
yourown wells, cover pipe line, cover these particular 
wells and cover a number of other phases? 

Yes. 

Nell now, can we get the propnrtion or the sum of the 

total figure which is allocated to the other departments 

So as to show the whole figure, not simply this allocation 
to these wells? 

MR. NOLAN: Of course, Mr. Commissioner, 

we never did. that. 

MAJOR LIPSETT: Then this figure, Mr. Nolan, 

as J see it, does not give us any assistance, Ne know 

now bie pipe line, the allocation to that,.and if this 

which is allocated, and correctly allocated we will assume -- 
MR. NOLAN: It was allogsated for us an 

the pipe line, we did not do it. 

MAJOR LIPSETT: Yes, but we have it now and I 

am asking what was the total amount and how much was allocated 
IT want that done to see how the whole figure was obtcincd? 
MR. NOLAN: — The “150,000,007 

MAJOR LIPSETT: No, the total of these indirect 
expenses over the whole period. 

MR. NOLAN: . But they are the £150,00.00, 
MAJOR LIPSETT: : That is the allocation of a much 
larger sum. 

MR. NOLAN: Yes. 

MAJOR LIPSETT: #150,000.00 out of the larger 
sum is allocated to these particular wells? 


MAJOR LIPSETT: What I would like to get would 
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be the total. sum ce average sum and how it is all 
allocated on any basis. 

MR. NOLAN: But, it, is mot. 

MAJOR LIPSSTT: | 4611 then how much is left. 
for .the other Services? 

JITNESS : Youusee, iti ds rather airtacuie 
Mr. Commissioner, that of our total administration costs, 
total administrative and general costs, in the case of the 
pipe line a certain proportion was allocated on the labor- 
Fatio basis. 

MAJOR LIPSETT: In the Jersey statement 8s? 
No, Sir, the Commission statement 5. 

First of all the Jersey statements and then in the Price, 
Yaterhouse statements and then in Morrison's statements? 
Je never made any distribution, that is our Accounting 
Department never made any distribution of expenses on a 
labor-ratio basis; part of our administrative and general 
expenses have been allocated to pipe line on that basis. 


The labor-ratio? 


Yes, and that leaves the balance. 


PArOu LEPSETT : That was in the Jersey 
statement? 
THE CHATRBMAN : No. 


Ro, cir, that was. in lr. Morrison's statement and the 
Price, Waterhouse statements 

MAJOR LIFSETT: And in the Jersey statements 
before on the revenues basis? 

On the Jersey statements we did distribute administrative 


and general costs on a revenue basis against our products 
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and our pipe line. 

Q MR. FRAWLEY:. But that was after, you did 
that work in comiection with the pips line after the money 
was spent and it was just a matter of distributing those 
costs fairly? 

A Yoo). 

Q Now you are going to try and tell this Commission, - 
Mr, Burns did in Exhibit "246", - what it is going to 
cost over a ten year period. from now on, to produce 
oil from those four Sterling Facific Wells? 

A Meswit 1S a2 considered opinion: 

Q And when you come to administration and general expenses 


you have to allocate something? 


A es). 

Q There is no total of which this is a distributed part? 

A Nome 1S only an anticipated amount, 

Q That you will have to spend out of your total administration, 


I take it, to get the oil out of the Sterling Pacific Wells? 

A VSs., 

Q And I do not suppose you can tell us, in 1938 they had one 
complete year of controlling the Sterling Pacific Yells? 

‘ Yes. 

Q Well Supposing you had, you could tell us in 1938, and 
I submit to the Commissioner that is about all he can do, 
he can take the actual figures in 1938, now you have spent 
all your administration, all your general and all of your 
legal in 1938 and if it were put to you, I Suppose you 
could make a distribution of 1958's legal and general 


administrative which should be allocated to the *terling- 


Facific Wells, could you? 


Cae 


nin ae gi 
tae 


4 
Si 


SRO Re Oe 


pega 


q 


i 
ih, 
& 


4 Cea 


On wy 


oe 


hh 


C-3 


Re D. Mercer 


On the basis of revenue? 
On Some basis? 


Ene tucoLrld be-done TL believe. 


2 ee” ee 


And that is the only basis which you have ever used 

yourself in your company to distribute these indirect 
expenses of administration and general? 

A Yes, but the distribution has only been made for statistical 
purposes. 


Q I understand but for whatever purnoSe it has been made 
that is the only system you use? 

THE CHATRMAN: He would not really know 
then, I Suppose, as to whether or not his calculation 
for 1928 was accurate because he would not know how 

long the well would last, nor how much it would cost 

in its later years when the days of flush production were 
gone? 

fy Paau. ie rien , 

Q fno that is what. Mr. Burns has tried to do: ini Exyhapit 
"246" by looking ten years ahead and figuring a certain 
cost for pumping, I mean a certain cost for natural life 
and a further cost for pumping lifeR 
THE CHAIRMAN: Yes, 

Q MR. FRAWLEY: That is what I had in mind 
this morning when I wanted you to look at Mr. Burns! 
Submission, which you have now looked at. Now I wonder af, 
you have anything more now in answer to this general 
question, looking at the figure which you reported to 
the company, along with a lot of other information, on 
Exhibit "290", the figure of 78¢¢. a barrel about? 


Zh Yes, 
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R. D. Mercer 


Q Now have you anything more to say as to why the Commissioners 
Should not take that figure as representing at least the cost 
Porg.9o5 or all of the Rovyalite production? 

A That figure is taken from the original statement, the 
same aS Exhibit "255", "255" was a revised statement. 

A Jersey statement? 

Of the Working Sheet that I had from which I toek this 
information, 

Yes? 

The Jersey statement; takes up all the features of 
profit and loss of the company during the yearts operation 
under revenue. 

Yes? 

A It only takes into consideration Such entries as cre 
actually booked for depletion; there being the amortiz- 
ation of lease and well costs, well development costs, 
under the basis of the allowance to the company by the 
Income Tax Department, that depletion amount booked 
is hardly a true reflection against any individual year's 
operation for the true costs; depreciation of physical 
plant as distinct from depletion of development costs 
and lease costs again is taken in the Jersey statements 
on the basis which we claim under the Dominion Income Tax 
Act; again that in some cases may not reflect the actual 
life time of the equipment used; that again would tend 


to destroy the value of that as a true cost. 


es 


oe 


=) Chae ™ 
3 ; H 
reer) : 
‘ = 
2 
ate =) 
2 
ae 
° a ‘ 2 
ie v7 Na 
¢ . 
= ‘ 
: / 
: 6 
. r » e - 
z ar * te i 
: ee = 
a r 
r ~ 
He Ries 
AY S x 
Be i - . 
~ i 
se - 


P-3 
ue 


Re D. 


oe) 


eee) 


£) 


~8856- 
Mercer. 


Is there anything else, because I would like to get 

on the record everything you have to say by way of 
warning to the Commission with respect to taking, in 
your opinion, to taking that figure in #xhibit "290" 

as the true cost? 

Thore is also the question as to the inclusion of 

any figure of interest on investment as cost.. 

Interest on investment is an item that is never booked, 
entered in the cnmpany's books, but in some instances 

is accepted as part of the cost. Nothing of that neture 
has been included in that figure. 

Yes? 

As to the cost taken up, we have taken the actual out- 
of-pocket expenses of the Company in their general 
operations. ‘ee have distributed all those costs either 
directly to the products and services Gesignated on the 
original statements and applied the indirect costs on 
the amount of revenue derived from each of the departments. 
It might also be mentioned that in doing this you are 
deeling with different products and services that have 
a@ifferent, that return to the Company different amounts 
of revenue per unit. This might also distort the pro- 
portion of indirdct expense to the different products. 
In thet case one product might be helf again as valuable 
to the Company as another product, and in ene way it 
would return to it more revenue and naturally more 

{ndi rect costs would be applied against that revenue. 
That might be a detriment to arriving at the true cost. 
These are some of the things that you point to as 


infirmities? 


Yes, I have tried to give the matter some consideration 
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and those are the main points. 

MR. COMIISSIONIR LIPsaTt: Just before you pass 
from that, Mr.Frawley. Mr. Mercer, I would like to 
get a little further detail from you on these various 
headings, as to the figures that you say should be 
altered and as to the extent of the alteration that 
that would bring out in your finel figure. I think 
you dealt with depletion first? 

Depletion, yes sir. 

“hat was the actual figure for depletion that vas 
written ofLiin that exhibit "290" or exhibit Ueoots 

Or taken from "255"? 

In "256" I applied the figure of 494,258.61. 

For depletion’ 

Por depletion. 

Bnd that figure is written off before you arrive at 
this 784 cents? 

Yes, oa. that is part of the cost. 

Now itn whet way is thet figure arrivec at? 

That 1s errivece at in an allowance made to the Company 
by the Income Tax Department of the Dominion Government. 
It is the net opersting profit of the Company. I might 
gualify that, 25% of the net operating profit of the 
Gompany after deducting interest or income from 
investments. 

In the Income Tx Act you cre sllowed to write off 25% 
of the profit? 

Net operating profits, yes, after deducting such income 
from bong investments and items of that character. 

In what wey do you say that is incorrect? Is it too 


Little “or is it too much? 
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£ That has no direet relation to the capital invested. 


Phat has only relationship to the earnings of the 
Company, or the carnings derived by the Company from 
its plant, and of cours?, from the development of 
its leases. 

CG But is the effect of your evidence, lir. Mercer, that 
w494,000.00 is not enough to write off for depletion? 

4 It may not be enough to the extent that we may have an 
investment figure that we consider should be amortized, 

a figure of ,60.,000.00 or ,800,000.00 per year. 

C Can you give us the particulars of what, in your opinion, 
is the figure, the capital figure that you say: should have 
been vritten of f for cepletiony 

A I cannot do that offhand, Sir. I haven't the figures 
avéilable in wy mind. 

& It may, on vhat we have before us at the moment, it 
might be thst is too high a figure to write off for 


depletion just as much as it is too low?’ 


4 It night work that way, Sir, yes. 
a Gan you give te a figure for the actual money expended 


Piearvilling in thet particuler year: 


4 in thet particuler year’ 

G Yes? 

4 I would have to familiarize myself with thet figure. 
4 I would be glad if you coula get that figure? 

-B I em keeping in mind your request for a memorsndun 


and as soon as I get the time I am certainly going to 
do that. 

2 I would be glad to get that. .¢ have had this general 
statement thrown out about the Jersey Stetements, and 


while it may be too little and quite possibly on the 
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other hang it looks a substantial figure to write 
off, $494,000.00 for depletion in one year. I would 
be glad to have it worked out in detail, and shown 
whether it is too little or too much or fair? 

A Yes. 

f Now, going to the next figure, the depreciation 
figure. How much depreciation was written off in 
arriving at the figures for that year? 

4 Depreciation on this statement has been generally 
applied against the various items,as shown, and is 
not a distinct and separate total. In 1938 I believe 
the depreciation was in the neighbourhood of the same 
amount as depletion. I would say approximately it 
was half a million dollars. I do not know how close 
that would be, Sir. 

q But approximately? 

& It approximated half a million dollars depreciation. 

Q THE CHAI MAL: with depletion? 

4 No, separate from depletion. 

4 Separate from it? 

4 Yes. 

G oy GON Lo POP ot" GIPStT es : So that included in the 
statement now showing 78% cents a barrel as the cost 
of Royalite crude oil, there is approxima tely wi 000, 000.00 
written off for depletion and depreciation before that 
figure is arrived at? 

A Yes, and proportion of thst has been applied agéinst the 


cost of producing crude oil, yes sir. 


I would be very glad, speaking for myself, I would be 


re) 


very gled indeed if we coulda get that worked out in 


actual detail, the actual percentage of depreciation 
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6nd depletion and any other particulars about these 
two items? 
:) Yes. 
o. Now I think the next thing you said was interest on 


investments, that there may be some error? 

A Only to the extent of the advisability of including 
interest on investments as part of costs. You will 
find some authorities will accept interest on invest- 
ments in arriving at cost. 

g; I do not know thet I quite follow what you mean. I 
would be glad if you would explain it? 

A Cnly to the extent you have a certain amount of money 
tied up in your capital investment, and as such you 


take a percentage, 6 of your investment and apply 


thst as part of your cost. 


G tnat is’ to say, assuming, just to get it cheer in my. 
ovn mind, assuming the capital was ,1,000,000.00: 

A Yes. 

% Before you begin to tuke out the profits, you charge 
6% on that million as a cost? 

4 Yes, as a cost, in order to arrive at the cost. 

o You mean you vould have to borrow 41,000,000.00 from 
a perticular bank? 

A Quite right, Sir. 

C ‘ere there any other items in addition to those three? 

q THA CHAIRMEN: Did you teke interest on 
investments in here? 

4 Yo sir, there is nothing but book entries in these 
statements referred to as the Jersey Statements. 

q ReewCOM ISSIOR2R LIPSaT re That would not be ususl 


Would it, Mr. Bercer, to teke interest on investment 
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unless you actually had to go and borrow the money 
from the bank, or ywould it? 

4 I have seen it used. I have seen interest on invest- 
ments shown as part of the cost. I will admit, though, 
there is a divergence of opinion as to whether it is 
admissible as a cost. 

* Ordinarily if you had to go and borrow the money from 
G@ deNKwccees 

A You would have interest charged in your costs. 

A Then it would be the true cost in everybody's view? 

The cost of getting tnat money? “here it is money 
Just put up as part of the capital is it usual to charge 
it? 

A As I say I have seen it but I only raised thet as a 
point, Sir, of consideration. 

THS QCHAIRLAN: | At the moment it strikes 

me either it would be an operéting cost or it would not. 
The circumstances thet one man had the money in his 
pocket and another went end had to borrow it would make 
How ait ference. 

€ Pe. eOM IScl0R in LiPo Ts: Vere there any other 
points where there was a possibility of error that you 
had in view, Mr. Mercer? 

4 Only to the extent that by using the revenue basis we 
may be making a wrong distribution between the subdivisions 
ina cost statement, because of the volume of revenue of 
the individual departments. 

n Yes. Vell as far as the figures in that yversey Statement 
are concerned, your error, or suggested error there was 
that there wes not enough of indirect costs charged to 


the pipe line. You wanted to put that figure up, I 
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think, from about 18 to 28% in the pipe line costs. 
A That is the difference between the labour retio basis 


and the revenue basis. 


° And the Price, ‘aterhouse basis? 
4 Yes. 
C I think the Price, ‘aterhouse figure was around 28% of 


indirect eosts? 


v3) Yes. 

s As against the Jersey Statement of around 18%7 

4 Yes sir. 

G Is that not correct? 

4 Those figures are familiar to me. 

Q THU CHAIRMAN: You are not sure whether 
Dneyvvare correct’ or not? 

A No. | 

G MR. GOMMISSION.sR LIPGaT tT. The 28% was not accepted, 
rut if it had been, just putting this theoretically, 
if it had been accepted that would heave reduced the 
cost of crude oil as it appeared in the Jersey Sta 
ment would it not? That is to say if more indir ect 
costs were put on the pipe line. that would have reduced 
Tos cost of a barrel of. crude? 

A Yes sir. 

G I think in the net result that probably the Jersey 
Statement figure or something very near it was taken? 

4 Yes. 

ay Both by Mr. Morrison, and I think in the final recommen- 
dation that the Commission made? 

4 I would not know. I have not follcwed it very closely 


until the present time, Sir. 


Assume that approximately the Jersey Ctatement figure for 
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the percentage of indirect cost was taken, then that 
would leave the Jersey Statement correct as far as 
that distribution of indirect cost was concerned, fer 
the purpose of estimating the price of crude? 

A Of crude oil, yes, 

4 THE CHATRMAN: . As far as these Jersey 
Statements go you are the one, are you not, who 
breaks that up in response to Mr. Commissioner Lipsett's 
request? 
mee. Nes, Lvamvgoing to. 

Q Showing whether there may be error or omission? 

Yes. I tried to explain generally some of the larger 
items that came into my mind now. 

@ MR. SHAW: Just one or two questions. 
Mr. Mercer, I was interested in your statement wi th 
regard to these Sterling Pacific wells, 5, 4, 5 and 6. 
You have an estimated figure for your administration 
cost of $150,000.0C for a ten year period. That is 
correct is it not? 

4 Yes. 

C St least ,15,000.00 s year? 

& Yes. 

G Now then, I take it, Mr. Mercer, 1 zathered from what 
you say there are no figures to substsntiate this. It 
is what you call a considerec estimation? 

yy 4&4 considersd opinion or estimation, yes. 

q You do not base it upon any particular figures that 
you have, or experience in connection with similarly 
situated wells? 

4 No sir. Phe only experience we used was the actual 


experience of our expenditure. 
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Q With relation to what? To these particular rells 
or some other vells? a 
b s@ anticipated we would spend so much money during 


the next 10 years. 


5) 


Now these wells, are they Royalite wells at the outset 
or are they contract wells or what particular variety? 


b Yhese individual wells are Royalite wells. 


(i And I am told, you can tell me whether I am right or wt, 
that they are situated in the Northern end of the orude 
oil area, is that right? 

A They are situated on the ‘est Half of Section 33, in 
Township 1&. 

e That is in what is called the crude oil area? 


A That is the erude oil area. 


2 


It would be at the Northern extension of that particular 


erude oil area. Northern and “estern perhaps? 


A Northern. It eould be considered the Northern area, 
yes. 

a I de not mean the Northern area of Turner Valley? 

A No. 

G But the Northern area of the crude oil area? 


A I believe though, that wells are being drilled North 
of this specified area which are producing crude oil. 

q And these have a production which is mush greater is 

{it not, than the average production of wells in that 
area, or can you tell me? 

A I dco not believe so. “ce took this as a group of wells 
that would give an average picture, and the production was 
taken into consideration. ‘e did not pick a group of 
wells with small production nor greet production. 


€ Can you give us an idea of the production of these 
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particular wells, 3, 4, 5, and 6, the ones you referred 
tot Have you the figures? 

A I have not got the figures. It is noted on the statement, 
however, Mr. Shaw, that the vells have produced so many 


barrels of oil up to March 3lst. 


LD 


Up toa certain point? 


A Yes. 


RY 


But that would not help us as to the daily production 
unless we knew just the days they had been producing? 
A I do not know the last alloveble production. 


You cannot tell whet the average production is of this 


6) 


group of wells? 
4 Ho, 1 do not know whst the average daily production is. 


Nov', coming to the break-up of the statements to which 


69 


the Gommissioner has referred. There are just one or 
two things I want to ask you. These Jersey Statements, 
So-called, are prepared by your office for the information 
of whom? 

4 They are prepared originally by our office to enable us 
to cost the inventory of oils, crude naphtha and crude 
oil and so on, which we may have on hand at the end of 
an accounting period. 

*, And so every year you figure these up for those particular 
years and you have it 78 cents plus? 


Doe Yes, one yoare 


oe 


And at the end of the year you t#ke your inventories 


of oil on hanc and you say thet is worth so much? 


A On that memorandum of cost basis, 
G Do you.use it for any other basis? 
A  ‘'e have used it in supplying ste tistical date to the 


wuxecutive. 
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The Executive. Now who would yee refer to by the 
Hxecutive, the Imperial O11 Company or the Standard 
Oil of New Jersey or both of them? 

The Imperial Oil Limited when they request it. 

I gathered from what you said this morning or did 

I gather it correctly, these stetements are prepared 
twice a year? 

Yes, 1e close our books twice a year. 

Then I teke it a statement is furnished to your head 
SETIce at Toronto? 

Yes. 

A statement such as you have there, sxhibit "255" is 
furnished half-yearly to your head office in Toronto; 
uxhibit "255" has hobs in the past... .e are not now 


Submitting this exhibit. 


You mean you are not submitting it nom to the Imperial 


Qil Company? 

To the Imperial Oil Limited. 

I take it there mst be some stendard or is there any 
Standard system of accounting for the Imperial Oil 
Gompary in its various activities, and your xoyalite 
and other companies here? 

Yes. 

Gr heve you insofer as the Royalite is concerned a 
separate system of your ovn’ 


‘e have a separate system. e¢ have no separate system 


of general accounting, no sir. 


I observe in one of the stetements that - a letter 
produced December 14th, 1958, written to your office 
here, that they seem to have some difficulty in 


reconciling the stetements made, your stetements made 
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apparently, as far as Income Tex returns are conesrned, 
the published annual stetements and the several schedules 
supporting the returns. ‘Do you know of any effort on 
the part of the head office to reconcile these statements 
and having some difficulty in doing it? 

A You are referring to the letter of Mr.C. D. Lean? 

C Yes? I only want chat reference to it because I am not 


concerned with the rest of the letter, 


y) This is a letter which vas written by Mr.been's depart- 
ment. 
qi That is the accounting department at...... 


A He is the comptroller of Taxation for the Imperial Oil 
Limited, to us, as the title designates, he is the 


corptroller of taxetion of the Imperial @il Limited. 


BY 


Yes* 

A In the matter of the submission of our Income Tex 

he raises the guestion that he was not able to reconeile | 
certain of the figures from the schedules wht ih -have 


been submitted to the Dominion .[acome Tax bepertment. 


sy 


He was Tinding difficulty - I am not concerned with the 
reasons why - but he was finding difficulty in trying 
to reconcile the Royalite Stetsment to its shareholders 
with the Income Tax return and the schedules that were > 
produced, and he was apparently trying to get some 
Standardized system. 

A That is quite right, although he leaves the matter 
entirely in our hands insofar as the tax is concerned. 
That is quite understandable to this extent that details 
of our full accounting is not available to Toronto in 
the usual form which we submit our information to then. 


We have a number of sub-accounts in our ledgers under 


1 
‘ 


+-. 


4! 


r, 
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Re. D. Mercor. 


ce) 


main classifications. The amount of the main classifi- 
cations only are submitted to Toronto. The schedules 
as submitted to the Dominion Income Tax Department take 
up completé details of our »ooks right from our general 
ledgers and tie in with the profits. 

That vas the difficulty apparently trying to reconcile 
those statements and tying one with the other? 

Yes. 

That may be and probably is a matter of bookkeeping 

or accountancy. ‘hat I want to get at is the fundamental 
purpose of submitting these statements to the Imperial 
Oil Gompany is for their accounting Department is it 
not? 

Yes. .To their accounting department to assist.... 

Mn. NOLAN: “hat statement is my 


friend referring to? 


MR. SHA: US. ab Om any aubayers uid 
Mk. WOLAN. The Jersey Statements? 
MR. OHB*: That is the one we are 


talking about? 

RPhis Exhibit "255" is only a substantiation to show 
what value we place on the oil on hand, @e figure 
which is reflected in our balance sheet. 

& sort of transubstantiation because it is sent across 
country. In any event, ir. Mercer, the statement 
involwes a great deal of time and 6 great deal of 
effort does it not, in its preparation? At least 

E JUL 2... s 0s 

No, in preparing this statement in the first instance 
that its for the purpose 1 use it for,’ I might say 1 


prepared this statement in a matter of a few hours. 
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I have got to prepare it ina matter of a few hours 
or I hold the whole office organization up. 

C “hat I was wondering about is - well can you give me 
&@ rough idea of your inventories of oil on hand at 
the expiration of your accounting period: 

4 There may be three or four thousand barrels of oil. 

c Three or four thousand barrels of oil? So that you 
say thet you went to ascertain the exact cost figures 
for inventory purposes of those three or four thousand 
barrels of oil when you make this statement? 

y.) ‘orco notvanvicipa te making an exact cost figure. [t 
is) acost index figure to’ five us an idea’ 

C Is not that the basis on which you meks up your inventories 
tor head. office? 

A Yes. But not in any way an exact cost. ‘e have never 


considered it as such. 


£) 


Apparently the Imperial Oil's head office must be satisfied 
that it is the exact cost, otherwise they vould not 

accept it? 

A They have only accepted it in the spirit in vhieém it is 


made up and submitted, that it is an index to guide 


then. 

Q I suppose their purpose in getting this guide - do they 
use it in their statements do you know? 

A They heave requested ae I presume used statements such 


as Exhibit"286". 

G It has been used..... 

A I presume. “e have been asked to suhmit toot information 
to them and I presume they use that information. 

é They will use it for the purposes of their accounting 


purroses and to their shareholders I supose? 
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| They will use it as an index and guide. 

Q Is it used in your manufacturing department 

A I would not know. 

Q You do not know? You would not be surprised, I suppose, 


if it was? 

A I still do not know, Mr. Shaw. 

Q. Now, how long have these statements, over the course of 
time, have these statements been regularly forwarded to 
the Imperial Oil Company for their purposes? 

A Which statements are you referring to? 

q I am referring to the Jersey Statements, the same ones 
we have been Giscussing? 

A As far as the Jersey Statement is concerned it is only 
@ substantiation of a figure appeering on our balance 
sheet. I do not know whether the Imperial Oil Limited 
use that figure for any informative purposos at all. 
Although with the other exhibit, the information they 
specifically ask for and the basis of which is the 
gersey Statement...... 

a For how many years have you prepared, Mr. Mercer, this 
stetement for the Imperial Oil Sompany? 


A The Jersey Statement? 


9) 


Yes? 
Since 1933. 


Since 1933? So that in any event you have been 


TY ss 


furnishing them this statement during that period which 
they use for whatever purpose they see fit That is 
ebout your evidence? 


A Yes sir. 


Now, just one other matter, i.r- Mercer. You have spoken 


£ 


about the depletion allowance. “ho figures the depletion 
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allowance? ‘Who fixes the amount of that depletion 


allowance? 


A The Dominion Government Minister at his discretion. 


(Go to Page 8872. }, 


Ke Deiiercer PERUSE | es 


G4 
- 


Q 


BY) 


Guite right, and do you know as a watter of fact that the 
allowance which is ordinarily and regularly made for Old 
ecmpa nies? 

It is not the ordinary allowance made to oil companies. 
Then is it the experience of the hoyalite Oil Company that 
they secured a 25% depletion from the ijinister? 

That we secured? 

That you secured? 

Yes, we secured a 25% depletion of the net operating 
profits only. 

I want to make it clear, the depletion allowengs. is, fixed 
by the tiinister? 

Yess 

nad he fixes that from year to year, or do you go on a 
fixed figure? 

Poeis a fixed ‘figure. 

Now with regard to the depreciation allowance, who fixes that? 
The i:inister at his discretion. 

I mean you fix it and he oan change it if he wants to, is 
that not the situation? 

They have advised the amount of depreei.tion they will allow 
as a deduction. 

nad what is the amount of that depreciation allowance? 

It varies according to the class of pleats or buildings in 
operation. 

ell you know the class of buildings in operation in the 
Royalite Oil Company, what is the depreciation allowance 
which the s.inister allows? 

we take and book as depreciation at rates of 10 and 15%, 


In the case, I may qualify that now, in the case of autonobile 


ah 


fe os Paints ene oe H 
arote s | 
i) ‘ = . | | 
. ~ . . , : : | , 
zZ y | | | 
. % ‘ : | 
2 . ob a ahi ‘ 
; | | : “ im 
A r ; - . | : | 
“ve iw : : | 3 
: a4 ~ : * 5 . | 
F a a te." =, . 
cin s 4 | 2 | | 
= ce] a 2 
m ' . + : ty: very o ¥ : : 
: ¢ + 5 , ry : 
a | : | 
. | . } 2 * ; n 
ie S: +h : e re. + ‘ eat : % 
See : Or ae aS as | 
eae . : | | : 
ani 3 ~ Com 
: ; 1 
a Jy , = 
; ae a i - : 
4 aa ‘ : Z : ; 7 
a? 4 % " | | 
: S . ei > . x 
’ te ot : : 3 : | | ; 
x rd . = | | | ; | i 
x ean E 4 | 
3 * : | ” ~ ; ’ 
;, Pa cae oul | 
‘ 7 | 
Fl ‘Rein tees a ‘ ed . 4 ; : 3 | 
: : ‘ ‘ ; 3 : t 
. f bee er poms 3 : : ; | 
te | ae ioe % . 3 | 
Ty . i . ik : : < : | | | | 
e . as 4.7 v | ‘i | ; 
riod “i . : . | 
Soe g | 
| PS 
‘ eat ; . 
oe _ - es | : 
ao ee e | ; 
soy : 2 | rf ; 
; i : ee % ere Z 
: aa : u : | | 
| : : oot af " a 
es “3 | : S : | 
= aan mre . : | | . 
E decd es : 

| , aie re : . 

5 s sl : 
= ; : edt : 5 : 

s s - ‘s : 7 : : 
; | : . : < x = 
zi E : 3 © ‘ 

- AS ae . 7 | 

i aa 5 : : | 
Pee, ‘ : | | 
ke : Cox : : 
wg. lo z i | | 

: - cy : : 

x! a oe pe Za 7 sf 3 
‘ a | 

— . * a 3 2 

te ee 3 : Ai sad tie a ¥ 

: : : : eta 2 . 
oes wee 5) ° 

. : | : | 
= ; — c 
a : ne ‘ ; 
a a 


oe 


ReD-lercer ie owt 
- 8875 - 


C4 
re 
equipment we take a larger allowance. 
Q So that you have not any figure which would indicate the 


average dopreciation ellowance? 
ri No sire 
LIke SHAW: Dy think) $hat is: ald, Mr. 


Chairman. 
moO fiRe PRAWLEY : 


Q Mr. Mercer, following up with what lr. Shaw has been asking 
you about, you told us the other day about Lire. C. H. Mullinger, 
who is he? 


£ He is the Accountant for the Imperial Oil. 


Q fccountant for the Imperial Oil? 
i I always understood that he was the Accountant. 
G I am wondering about that, perhaps lire Nolan can tell us, 


there is nothing, I do not want to find meanings where there 

are nc meanings, but he simply uses the letterhead, 56 Church 
Street, Toronto, he doesn't appear to be of the Imperial Oil, 
I wonder if you can tell us, Mr. Nolan, who he is? 

Q, MAJOR LIPSETT: Can you give us the figuro, wr. 
Mercer, of the net operating profits on which this depletion 
was based? 

A For. L066? 


Yes? 


& 


\ I would have to advise myself on that also. They are worked 


out in Schedule form at the time I present our Income Tax re~ 


turn. 
Q Would you get that? 
A yea Twill. 


S} You might make a note of tmt please? 
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A Yes. 
MRe FRAWLEY: Albont ght.) that.i8 all. 


Now ir. Chairman, it was at this stage that we had com- 

pleted for the time being only of course the question of 

cost of production, this arose out of Mr. Plotkins! re« 

quest for further correspondence and statements to be ob- 
tained from the Royalite Oil Company and we have done that 

and ivr. ijercer has been on the stand now for a considerable 

time producing these further documents and submitting to 
cross~examinaticn about them. I then propose to go on with 

Mr. hicGrath who will submit his two further statements of 
refinery spread and costs of, statement of capital invested 

in the Province, and which will complete ir. hicGrath's 

evidence. I was hopeful he would be able to go on at 2 o'clock. 
I may say that those statements have caused him a great deal of 
concern, the preparation of these statements, and he advised me 
personally at tho noon adjournment at half-past twelve that it 
would be quite impossible for him to go on this afternoon but 
undoubtedly he would go on at 10:40 in the morning and continue 
on without any further breaks until he had completed all of 

his atatenents and all of his evidence. That being so thore is 
nothing else to go on with and I feel that we are warranted now, 
Mire Chairman, in applying for an adjournment until Mr. wicGrath 
ean come along and I would ask that that be so. 

THE CHAT HAA N: You are deferring further exam- 
ination of Mre.Plotkins, are you? 

MR. FRAWLEY: “8 to costs? 

THE CHAIRMAN: Well i:ire Nolan has never cross~ 
exanined ard he has an undoubted right to. 


MR. FRAWLY: Oh yes, that is true. I had cém~ 
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OR hee oh a 
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4 
pleted my cross-examination of Mr. Plotkins. 
THS CHA THUAN: Yes but ire Nolan had not. 
like PRA WLiYs Yes, I am aware of that. 
There was a long statenent---- 
THE CHalnusN: I am not suggesting what 
your order should be. If you want roleeren the cross- 
examination of lire Plotkins and iir. Nolan has no objections —— 
wRe FRAWLEY: LC would only say this, sir, we 
have started now-+-- 
THi CHs TRi.LN: You may be quite right 1f I 
hight interrupt, but EI do not want it lost sight of that Mr. 
Nolan has the right to cross-examine the witness and will he 
allowed to exercise that right» As to when I suppose it 
matters not to anyone. Your preference is not to embark upon 
that until after you have gone on with Mir. NcGrath. 
MRe FRAWLEY: Yes, quite so and then with Mr. 
Halverson, and we are into quite a long stretch of evidence 
then. 
THE CHA TRAN: So long as it is agreeable to 


everyone, to Mrs shaw -<~< 


MRe SHAW: Wo objection. 

THE CHATHAAN: fod ir. Nolan. 

MR. NOLAN: IT have no objeation. 

THE CH Tals N: Then we will adjourn until tom 


morrow morning. 


(The Inquiry was here adjourned to be resumed at 103350: Seis 


June Léth.) 
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~"300" — Statement produced by the witness J. 
McGrath ro replace Schedule 2 of 
Exhibit "281", shoving marketing 
costs for the year 1938. 8876. 


"S301L" ~- Statement produced by the witness J. 
McGrath showing the break-down of 
the figures included in the 5-309 
statements, dxhibit "282" 8877. 


302" - Statement produced by the witness J. 
McGrath showing the Product Speci- 
fications of the Celssry Refinery 
for gasoline products 8878. 


"3503" = Similar statement produced by the 
Witness J. McGrath only show ing 
specificetions for kerosene and 
Fuel Oils. 8879. 


» 1304" - Statement produced by the witness J. 
McGrath sntitled ."Calgsry kKefinery 
Manufacturing Costs, year 1938", 
Showing break-down of 4 number of 
items in Schedule 3 of s#xhibit "280" 8880. 


' ™%O5" - Stetement produced by the witness J. 
McGrath showing break-down of item 
of Administration and General ixpense 
on Schedule 3% of ixhibit "2so". 8880. 


'"306" - Statement produced by the witness J. 
McGrath entitled " Statement of Refinery 
General and Administration, year 1938," 
applicable to Calgary Refinery. 8881. 


~ "307" - Statement produced by the witness J. 
MeGrath, showing break-down of the 
General and Administration ixpense 
appearing in #xhibit "S500". 888c. 


"308" - Spread statement produced by the wit- 
nese McGrath to show. the manufacturing 
picture alone of Imperial Oil. 8890. 
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EXHIBIT: Cont'd. Pages 
W309" - Statement produced by the witness ~e 


J. MoGrath shoving tiefinery Spread * ,\WA 
between Jobbers' prices and cost of UA 
Crude and Absorption Naphtha, after 
conversion of unfinished stocks. 8896. 


Statement prodauced by the witness J. 

McGrath showing the manufacturing 

costs of the Calgary Refinew:, 1930 

to 1938 inclusive. 8896. 


Statement produced by the witness J. 


McGrath, showing the Assets and 
Liabilities of the Calg2ry Refinery. 8897. 


Oo 6. vel “e; (O°) Xe ee) a es Oe Sf 


wey ee ot 


heveo 8, mM. Sassion 
June 15th, 1939 
~8876- 
J. McGrath 


Te oy Ce Ce , having besn 


ee 


PocavLed, examined by Kr, “rawhey /) said: 


iby Pood Morn] ne wor ret rathe 

I Pood morhine; Mr, Trawlsy. 

A} What “ave: you to’ offef. us) this mortihe ? 

A First of all, I would like to file some schedules which 


have besn requested. 


2 Requested up to now? 

uy Pec 

2 Thank you. 

fe Pee Po tiled Exhibit "Zbl", Schedule), 2 in thaty exis 


Shove the warketine cost for the year doo, Gnd a6 
requested by the Commission Counsel, he requested that 
mere; details be given of thoss costs; andiupen revicwiag 
Same with Mr. Cottle, it was sugetsted that wa hand ina 
new @txhibit in substitution for this, Ov Tae MOCeiiebal LS ¢ 
The ?ccountine Danartmant arnarently in preparing the 
copies in the book comnressed the it3ms or comnressed ths 
expenses into’ a very few items, and ite was felt that at 
would facilitates a proper. investigation of those costs, 


that these detailed costs be filed. 


‘y Then you are takins out Sehedule e? 
A Mat te irieht. 
2) Marketing Costs, both Sheet "a" and Shset 'b", are you? 
oo) es, 
Q And you are substituting one sheet or two sheets? 
A Three sheets, Mr. "rawley. 
Woe eek ays vO you See that, Mr. Chairman, 
Hipeee kaa bt. ee] now. 
TH GHAT MAN: Yes. Soenedule 17 


A Pinedale 2, Sir. 
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J. McGrath 


& 


") 


Peon, UIESs. Ts Of Exhipat “eas? 

MR. FRANLEY: Yes, it is called "Market- 

ing Costs", and there are two sheets, Sheet "a" and 

sheet "b", then you are guing to substitute three sheets? 

Povee oneets, Val. "p'. and em", 

PRG PRAVLEY : And this with be Bxbibit “300%, 
DOCUMENTS PRODUCED BY THE 
VITNE”S HERE MARKED AS 
Eee BIg 300" 

Then Exhibit ‘'300" consists of thrie sheets as substituted 


Pore oonedule 2, consisting of two sheets, in Yxhibit. "Zev"? 


Yes. 
TH CHATRMAN: Dae aay ye 
Oe ets OY Yes, and we wil) now nave 


Poe ane bp and sc". Tt, comes’ out, of courses >} to. bnetisame 
Pieure. of ¢1,025,448.90. TS will mot de able to discuss 
that with you now, Mr. McGrath, probably, So would you 

go on with something else? 


a 


There was another statement, Nr. frawley; in dealing with 
the S-309, that was the larce Marketing Josts Statement, 
your requested it be broken down into 4 column of state- 
ments showing how that money was Spent. 

That form S-3509 was marked as =xhibit ‘282".. Now you 

are filing this statement entitled ‘Schedule 2, Marketing 
Costs”, which, as I understand, has the same information 
as contained in Exhibi®é "282", form 5-309, except this 

new @xhibit is in columnar form? 

Poay 1s ‘right. 


HOCUMINTS FRODUCED HER™ 
MARR D 2 Ae SO 
TosocunTeany “ | Th eavers the whole “xhibit "eee", “ces che 
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in different form? 
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do. MceGreth. 


WR. FRAWLEY: It has everything that is 
in S-309 in different form? 
A That is right. 


re) 


And as Mr. Cottle asked me to point out, it ties in with 

the exhibit you have just filed, sxhibit "300" 

4 Bxnibit "S00", that is right. 
Then it is understood, also, that Mr Halverson, wren 
he is giving evidence will submit us supplementary 
evidence in further explanation of the figures in 
SxHibit "S01"? 

A That is my understending. 

G All right? 

b The next statement is the Product Specifications of 

| the Calgary Refinery, Mr.Frawley requested that? 

Q Yes’ 

Now I am filing statements on the specifications 

of gasolines, kerosene and fuel o11; do you went 


asphalt and things of that neture%4 


q No, it is not necessary, Mr. lkicGrath. 
MWRe FRALEY: This is a statement, "Calgary 
Refinery product Specifications, being the specifications 
of Imperial Naphtha, Esso Gasoline, 3 Star Imperial 
Gasoline, Premier Gasoline, Acto Gasoline, Turner Valley 
Gasing Head, Tractor Distillate", those are all of the 
products which are marketed out of the Calg:ry Refinery? 

A Yes, that is the gasoline products. 

A Motor fuels? 

4 Yes. 


STATSVENT PRODUCED H&RE 
WARK=D S45 EXHIBIT "S02". 
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Q THE CHAIRMAN: That is a statement of the Specifications 
of the motor fuels marketed out of the Calgary refinery? 
A Yes. 


9) MR, RA LEY: Now the next one, Mr. McGrath, is: 4 
Statement “Product Specifications" for kerosenes and 


fuel @its, itvis, really just avcontinuation.of Tanibat "30270 


A Yes, 


2 


You could have put them all on one shset if you could 


have got them on, T take it? 


A XO 
DOCU TT) PRONUCHD. HERE 
MARKED 20 EXHIBIT "303" 
Q This is called "Froduct Specifications, Kerosenes and 


Fuel Oils", are these motor fuels, these kerosenes and 


Puel o1ls? 


A fiers Durning ols. 


ro) 


Now, Mr. McGrath, just dsaling with these two ¥xhibits, 
Paiowe o0e” and Sxhibit “305",, 1 dad not expect: these 
until Mr. Halverson went in the box, and I would like to 
ask you a couple of questions about them, if you can answer; 
these products on Uxhibit "302", take the gasolines, for 
instance, Esso Gasoline, that is the gasoline which is 
marketed by Imperial Oil Limited as “thyl Gascline? 

A That is correct. 

Q Then the gasoline which is marketed by the North Star 

Nil Company as “%thvl Gasoline, you have not the specifica- 
tions for that? 


A Now Ef have. mot. 


ce) 


Nor for any of the gasolines which you make for your 


jobb3rs, under your jobbers’ contracts” 


ow accel 
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That is correct, Mr. Frawley, 

It was expected they would be filed and that is why 

I did not expect we would have it until Mr. Halverson 

went on. “ould you have a note made to Sup ly us with 

those jobbers' specifications? 

te WL, 

All right, Now, then, Mr. McGrath, you have somethins else? 
in Benabit "250", Schedule 3, Manufacturing Costs, 

Mr. ‘rawlsy requested more detail of some of the items 

Shown in this schedule and I have here a statement giving 
Cousidcrabis details “or them, 

The one statement covers details of various items? 

fey is’ right. 

ee | PRA LY ¢ This is a statement, Mr. Chairman, 
entitled “Calgary Refinery, Manufacturing Costs, Year 1938", 
and you say that it breaks down a number of the items in 
Schedule 3 of Exhibit "280"? 

Peat is righty Sir, 


(DOCUMENT PRODUCED HERE 
[AREUD AS PYHIBIT "304")- 


THe CHATRMAN: Schedule what, in “xhibit "280"? 
ie eee ey: Schedule 5) iat Ashi bap tceo 


New ea ALD Pri eht, Mr oMeGrath , Liwildl just cerer 

any questions which might arise out of that. Hav? you 
anythine else? 

And on the same “™xhibit ther: was an item of “Miscellaneous 
Income" which you asked for details of, Mr. #rawley, %36,321.9' 
and I have that. 

Yes, this statement, sir, is a breakdown of the items 
™lisecellaneous Revenue” in Schedule 3 of @xhibit "280"? 


STATEVLNT PRODUCED Hualias 
MARKED AS BAHTSILT "6Q5". 
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TH: CHAT RMAN; I thought Yxhibit "304" 

was givins details of Sehedule 3 of @xhibit *280"? 

i Od es a a a OF ‘certain: items, ) Thic.as 

a special Sheet with reference to one item, it is the 
last item "Miscellane-us Yevenue”", in red, °%6,321.97° 
Pewee Lay?) Ves, Mr. McGrath? 

The next is "Administration and General Expense" on Schedule 4 
Pena oat. ' eB0" 

A breakdown of that item? 

A oreakdown of that item. 

A breakdown of the item 767,973.05 in Schedule 3 

See oi 280"? 

Yes. 

THe WHAIRMAN: Did you say administration or general 
expense? 

Administration and esneral expense. 

MR a LY: And tise is, cal leds "Statement 
of Refinery General Administration, Year 1938, Anplicable 
to the Calcary Refinery", and it refers to Schedule 4, 

Reh ieet) 260", 


{DOCUM’S T FRODUCED HERE 
MARK’D AS SSB TBIT * 306") 


(Pace 8882 follow:) 
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dames McGrath. 

G Yes? 

A I have another statement showing the detail of the 
administration and general expense on Schedule 2 of 
Behibtt: "Zou". 

ae Schedule «. Do you want us to use the new exhibit? 

4 That ts correct. 

Q Exhibit "300"? 

A Yesy "300". 

Q You say what you are now produeirg is what? 

4 This is a statement of Marketing, General and Adminis- 
tration Expense, the detail of it. 

C THI CHAIRMAN: The details of what* 
WR. FRA’ LEY: Detesils of the item 
General and.Administration #xpense appearing on 
Sheet B of Schedule 2 of the new Hxhibit ."300". 

TH CHAIRMAN: “Schedule? 

MRe PRS LY: Schedule 2 of Hxhibit 
S300.) “Of course. that is; 300". "S00" is Schadule 
2, The figure is »86,768.66.%. 

4 No, there is some down here too, on the next page. 
There is some in there too, Jobbers' sxponse. 

There is some in there. 

Q It is a breakdown in any event of all of the General 
and Administration appearing in this Exhibit "300" 

y:) That is correct. 


DOCUMaNT Ii QUESTIO®Y IS 
NO’. MarkKsD 2XHIBIT "307". 


MR. FRALEY: It is called, to dis- 
tinguish it, it is called Statement of Merketing, 
General and Administration, Year 1938. That is the 


new Hxhibit "S07". 
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Q Mr. McGrath, 1f you will look at these two exhibits 
Mpou ane "307 "% 

4 Yes. 
Mr. Cottle tells me now that the two do not automat- 
ically do not tie in. “e will have to have some 
further links, wun't we? 


b On Page B of Schedule 2 there is the sum of 486,768.66. 


G Yes? 

A Then on Page CG at the bottom. there is Jobbers' Expense 
p53, 754.107 

Q Yes? 

4 Novy most of that Jobbers!' sxpense is administration 


and General Sxpense. 


2 


But it is not all? 

4 No. It is withir a fev hundred Gollars. I think the 
majority of that is...... 

Q I do not know how much or how impartant it is to 

Mr. Cottle, or how much trouble it is to you, but if 

we could have a break-down of the 3,754.10 that 


wWourd Go Lt would it 1m tb? 


A Yes, that would do it. 

Gq That would tie it in? 

A Yes, that would tie it in. 

Q If you will give us a break-down of that figure? 

A Yes. | 

' Thanks very much. Wow what is next? 

A Me. COM: ISSION&R LIPSATT: Mr. ieGrath, could you 


tell me, I did not follow, vhere that »3,000.00 is 
that makes up the differanee between the  »86,0v0.00 
and the »89,000.007 

4 On the bottom of the lagt sheet CO. 
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games McGrath. 

A MR. FRAWLEY: Mr. Medea ti: (MeenRS you 
go on with anything else, Mr. Cottle draws to my 
attention the fact there is one outstanding statement, 
a breek-down in connection with he throughput at 
Regina. Do you remember? 

4 The throughput at Regina I gave that to Mr. Lipsett. 
MR. COMISSION&R LIPSETT; The throughput of the 
Regina Refinery in 1938 and also the seapacity. Did 
I get those? 

4 Yes sir. 

VR. FRA Lay: Mr.Cottle will tell you 
what it is he wants. 

VR. COTTLs: It is a statement showing 
the effect of the change in theeconomic Line between 
Sarnie and Regina at verious prices of orude. You 

reed some figures into the record some time ago running 
from 1.15 tl $1.40 for Turner Valley crude? 

4 Yes. 

q As I reoall it Mr.Frawley gave you @ rough schedule 
which I had made asking you to extend it to 1-00 
and put it in the form of an exhibit: 

P: That is overlooked. | 
MR. FRAWLEY: This Exhibit "283" which 
is filed is complete? 

4 Yes. 

Q But only goes to 1.157 

A Yes. : 

» . i 
eR. FRAWLEY: | ' What you hed in mind is 
that should be run down to 41-00? 

MR. COTTLE: Yes, with the correct 


figures for Calgary. These are merely assumed figures 
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on my part. 

ME. NOLAN: i My memory, Mr. Commis- 
sioner Lipsett, is that the crude run at Regina in 
1938 was 5,463 barrels per day, and that the capacity 
at Regina wes given as between 6100 and 6500, with 
the explanation by Mr. NMeGrath that it oould nct run 
to the full 6500 capacity every day. 

That is right, Sir, 

THE CHAirman: That was not in Exhibit 
form was it? 

Wo, but it could be put in one. 

MR. FRa LY: That again is a different 
thing. That is something else? 

Yes, that isa different thing. 

MRe POLAN: From what? 

MR. FRA LAY: From wha t I am asking 
Mr. McGrath to do now. All right. 

Mr. COMMISSION R LIPSETT: Mz. Frawley, just to 
get these exhibits together. Bxhibit "2b1L" is 
connected with Exhibit "30e", "301" and "300", and 
NO07",: is that right? 

VP, FRAWLEY: Have you got those 
exhibits there? 

Yes. 

Tie them in? 

Ma. COMMISSIONS R LIPSETT: Tie "283" and, *280" 
separately if you could. 

Starting with "300". Exhibit "300" refers to Schedule 


been Exhibit "28". axhibit "S01" refers to, wheat is 


that exhibit? | 
MR. NOLAN: sxhibit "282". 


as 
noe 
fe 
5 
2 
Ls 
a 


‘ 
~ 
ry 


ge é 
eRe 
naa 3 


\ 
Say 


- te ~ 

“3 he 
ra) iB 
4 Yr ra 
-» ea 

t Se 

oe 

= ( Loe% 


e rs 
~ 
+ 
ry 
om oon 
: = 
— 
or - 


~s 


« 
2 rf 


4 


T=) 
5 

-8886- 
James NieGrath. 


v Exhibit "3e2" and "303" were the specifications that 
wo have not covered before. Sxhibit "3¥4" sovers 
the details of the items in Schedule 3 of Bxhibit "280". 

Q MR. FRANLEY: _ @xhibit"280"% 

z) Yes sir. Bxhibit "305" covers details of the miscellan- 
eous revenue shown on Schedule 4 of Exhibit "280". 
Exhibit "306" shows the details of the Administration 
and General Expense showing in Schedule 3 of Bxhibit 
"280". Exhibit "307" is the details of the Administra ti on 
and General ixpense shown on Hxhibit "300". 
MR. NOLAN: No, Shown on Sheet B, 
sheet 2 of Exhibit "300". 
ME. COMMISSION#R LIPSETT: "307" goes back to 
Exhibit "281"? 

A Yes, that is right, 
MR. NOLAN: At does not’, Sirs 
THE CHAIRMAN: It goes to "300" 
which in turn goes to "481". 
Mr. NOLAN: For the sake of clarity 
we must look to exhibit "300" to see that "307" is a 
break-down of the Administration and Generel #xpense. 
MR. FRAWLEY; apes, BVP Wight, irs 
MeGrath, what is next? 

A In Exhibit "280" we filed deteils of Income and 
Expense for the Calgary Refinery and the territory 
supplied by the Calgary kefinery. That embraces 
both manufacturing anc marketing operations in that 
territory. 

Yes? 
4 It has been suggested that ve show the refining picture, 


the Calgary Refining victure separate from the marketing 


ht 


Sats 


SP hale 


ee iy aE aie 
ae 


t 


1. 
6 


-888%- 


James McGrath, 


Ly 


gy 


picture. As we do not have refinery billing brices 
between the refinery and the msrketing department we 
have used the jobbers' tank cer prices for the year 
1938 to divide the merketing ané manufacturing opera- 
tions. In other words, we have assumed thet all the 
products sold, or produced, were sold at the jobbing 
prices. 

Just go back half a second. You said you are now doing 
this to show, your expression was, the true Calgary 
Refifliing picture? 

The refining picture by itself. 

By itself? 

Yes. 

To what extent was that not done in Hxhibit "280", 
that showed the Calgery Kefinery: 

Yes, but that was for the Calgery Refinery embracing 
the territory supplied by the Calgsery sefinery, both 
marketing and refining. This deals with refining 
only. 

This is what we have been comaonly celling here the 
Spread stetement, 

Wha t you referred to as the spread statement. 

I thought perhaps there should be an exact description 
of that for the Commission’ 

Yes. 

“het precisely does this spread statement..... 

TH CHAI RMAL: The spread statement is 
what number? 

MR. FRALAY: This is the) thing. his 
is it whieh he is going to introduce now. 


“hat precisely is the objeot of the spread statement? 
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What did it seek to de? 

A To show the manufacturing iain @lone, thet is 
without the marketing picture. 

G In other words, shuw wheat you did in the refinery 
assuming ae Sole it all in tank cars at the refinery 
door to the marketing department? 

A “ell not necessarily to the marketing department, but 


to the jobbers and marketing. 


xo 


To all? 
4 Yes, to all. 
@ You did actually do thet with your jobbers? 


v2) Yes. 
G You are now assuming you did that to your marketing 
department? 


4 That is right. 


f. Treating them as one more jovbert 
A Yes. 
« You are going to show whet the Company's experiores 


was putting it on that basis’ 
4 That is right. 
q As to refining? 
A That is correct. 
f And that its what this statement does? 
y:) oe These statements are based on assumptions, | 


that is assuming we did sell at the tank oer price / 
to the marketing department. 


@ That is the basic assumption* 


A Yess 
ie Underlying it all, of courss? 
A Yes. It is assumed the total production of the 


refinery was sold on thet basis. 
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“hen you. say presuming you sold to your marketing 
department as a jobber, there is some slight 
variation in the prices that you do sell tr jobbers 
and have you picked out one of them’ 

No, it is the average jobbers' price for the year 
1948 adjusted for the reduction in selling price as 
of June 1938. 

You used the average realization from jobbers in the 
peor se Gnd doing what, adjus tings. ... 

Adjusting those prices for the effeet of the 
reaguetion in selling price on Jure 26th as shown in 
ecvequ1e G of Bxhibit "Zoo". 

Peorporeirotrerring to cehneaule 6 inviehibat “2ob" tox 
what purpose, Mi. Mecreths 

I said thet we used the averege jobbers' price for 
the year 1938 and adjustec thst averege price for 
the effect of the price reduction on June cé6th, 
1958, as shorn on Sched@ile 6 of #xhibit "250". 

fis; bookines at “chedule 6 in uxhivDit “See, there 
is a price per gallon after adjustment from jobbers 
of lleS1 cents? 

No, that is before freight, Mr.Frawley. The price 
ad justment is the difference between 11.93 and 11.51, 
or 42 points. 

The price adjustment is the diffeience between 11.9? 
11.93 and 11.51. 

If that is the adjustment why didan't you use.... 
These figures shown here, Mr.fravley, are before 
freight has been deducted. 

11.51 was the basic figurer 
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That is the starting point anda then the:se is freight. 
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You use the 11.51 and made the adjustment for freight 


ce) 


to take it bacx to the refinery door? 


4 That is right. 


% Bik oP leh t ¢ This is a statement merely called xefinery 
Production? 

4 It is in three parts. 

C Three sheets? 

A Yes. 

G Hach sheet is welled differently? 

A Yes. 

s The first sheet is called Refinery Production; the 


second sheet Sales end cross Income Less Freight, 
sales Tax and Packages, 1948, and the third sheet 
is called Refinery Profit and production. Between 
yobbers' prices and cost of crude and absorption 
nephtha* 

A That wis eight. 


DOCUMENTS IN CUSSTION ARG 
NO. mAchGD SXHIBLIT "308". 


THs CHAIRMAN: You have three sheets, 
one refinery production‘ 
MR. PFRs..LoY: The second sheet Sales 
and Gross Income Less Freight, vséeles Tax and rackages, 
year 1938. The third sheet Refinery Profit and Produc- 
Pion between Jobbers' prices end cost of crude and 
absorption naphtha. That is the description of it. 
THE CHAIRMAN: Better make those sheets 
(a), (b) and (¢c) hadn't you? 

c MR. FPRA'L2Y: You are putting them in. 
Have they got a separ: te existence’ 


A The statements are related. 


. 
oP 


+ ee 


Fe sale 
Bee aie | bole 
: é dic 
; Pea " 


T=1 


10 
Jemes McGrath. =O69 Lr 
q It looked to me that the last sheet was a sucimary? 


A It may be dealt with separ2tely if you desire. 
THe CHATRMAN: If they are to be talked 
about sepawtely mark them separately. If they are 


MOv,) all rights, 


Mae FRAUVLAY: 4086 The first sheet will 
be "3084". 

THs Cris IRMAN: That is all right. 

MRe FRANLSY: And "308b" and "3080". 

% MR. COMVISOIOM@n LIPSHTT: Do these tie in with 
Bani bit “2Z30"? 

A Yes sire And inecidentslly, Mr. Lipsett, you requested 
me for a reconciliation of the géllons in "e280", This 
here reconciles the gallons. Now, Mr.Frawley, how much 
detail do you wish me Hale into on these statements? 
There “ Sn ewlil Lov or Tigures Pere. 4.4 

e MR. FRSWLEY: Of course, @S you are 
aware this has been placed before Mr. Cottle and Dr, 
Brown this minute for the first time? 

A Yes. 


£9 


So I am perfectly helpless. I am simply in their 

hands. I have not any idea. This is, of course, an 
exceedngly vital statement. It is the one you have 

been working on for so longe I am afraid I cannot be 

of any assistance either to you or to the Commission 

at this stage. I would suggest you start and tell us 

all you possiblycan about it. The only other alternative 
is for us to go away anc study it and come back’ 

4 T will tell you what I will do, if it is agreeable fT 

will go along with my description, and if there is not 


enough detail you can stop me and I will go into more 
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James McGrath. 


detail on the subject. 

sh Fine. 
THE CHAIRMAN: Iam just wondering if 
vot should not, whether we do or not, but if you should 
not understand these various statements, with the advice 
of your expe:t assistants before you even hear the 
witness discuss them. I am just thinking of expedition 
ip the end, and a clear understanding in the end, 


Mr. Nolan. 


Mi. NOLAN: Yes, I know whet you mean, 
oir. 
A May I say I did not intend, in my explanation, to condense 


the statement to the point that it is not understood. 
What I men, in referring to each individual figure I 
bad no idea of condensing it to the POLNTE sien < 

Me. NOLAN; The Cheirman is suggesting 
tha t perhaps any description of any kind might be futile 
until we know what we are describing. 

MR. FRA Li: Mr. MeGreth knows what he 
is .describing. He is quite familiar with it.) 7, of 
course, know nothing abecut it. Mr. Cottle and ws. Brown 
are just looking at it for the first time. Mr. Cottle 
suggests that you oroceed to describe it. The only 

point is I cannot be of any assistance to the Commission 
in asking pertinent questions on it. ty would have to 
leave it to Mr. MeGrath. I do not mind myself. But 

I cannot try to understand it until these men have seen 


it. 
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J. biSCGrath 


A 


Ths CHATICus ly; W@ll, what I an coming at, 
Mr. Frawley, and if you think it would be of interest 

at this time, the question is the best way to do it. 

vlite FRAWLEY; Yes. 

THE CHATHMAN: If iny. McGrath proceeds 

to discuss these statements at this time, your experts 
are wholly unfamiliar with them until they have had an 
Opportunity of studying them. Now, when Mr. McGrath 
male s sone statement with respect to soue figure there, 

if they have considered it, they will have instructed you, 
so that you can ask intelligent questions about it, 

right then, so ay thought was, »ire Frawley, whatever you 
may think about itecc.oreos 

VR. FRAWLEY: I think perhaps there is 
some value in that. 

MR. PRAWLEY: Mr. ihicGrath, you would probably have one 
more statement, that is a statement of capital investment 
which Has to be read and considered in conjunction with 
your sapread statement? 

Yes, I eve seve:al _statereits here in.conjunction-with then. 
The certainly file all your statements, and for my part 
I would be very glad to accept the Chairman's sugzestinrn, 
to go away ana look at ther. 

THE CHAIRMAN: L think ine the (end, nog ony 
before you cross-examine, but when you har the witness 

in a discussion of the items, that you or the experts may 
find that soe of them are quite clear and need not to be 
examined about; equally they may have a number of figures 


that they want cleared up- 
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J. MeGrath 


Mi RA LEY: Yes. 

TH™ CHATRMAN: “Yell sursly they should have 
an opportunity of studying the statements and deciding 
on what they do want to know about them, pniaccation. to 
anything which Mr. MeGrath volunteers. 

Pee NY Pun tn) Sot Pony Ss seas 
business of Mr. Cottle now in trying to check in his 
working papers, would be a cifficult thing to do here, 
that might bett°r be d-ne in his own offics or elsewhere. 
THE CHAIRMAN: Yes. 

Mee fs aavLay: “Will you continue to file sverything you 


have got? 


Yes, I will, Mr. rawley.. 


MR. FRAYLEY: Pain And then we Wilt ga suey 
and ilook at them. 

TH: CHATRMAN: ULTIMAvely. 60 Tar as Tam 
concerned, with the help of all the experts we have, 
including Mr. McGrath, and any notes which Mr.. Nolan may 
have, I would like to find that it, instead of being a 
mass of figures and statements, that it results itself 
into some simple proposition which may bs put into words... 
M~,. NOLAN: It would, and I would like 
to maks it clear, Sir, that this statement which Mr.: Cottle 
has not szen, aS my learned friend says, it is right that 
Mr. Cottle has not seen it, but it is the slow growth of 
discussions which have taken place, this is what has 
emerged in its final form, 

MR. FRALEY: IT think there are sone 
off-shoots on the growth. 


MR. NOLAN: Ya112 I do not know what that 


means. 


J. 


2 
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MeGrath 


To: CHAIRMAN: | I am sure that Mr. ¥rawley 
would not start anything or make any statsment which would 
have a Sinister meaning. 

MQ, SRAMLEY+ | No, I mieht have up toa 
few days ago, but never Aaeending any more, 

Vi. “CANLTY: “Yell, what else have we got now? 

Ye have a statement here Similar to exhibit “506%, 

fom Db and. "ot, 

eimiiar to “S08” (6)? 

mee, OUL 1G is, I might tsrm, a theoretical figure 

in this way, in proce:Sing crude to our refinery we have 
Sb the start of the first of the year a certain quantity 
of unfinished stocks on hand, and at the end of the year 
Wo end’ up With 4 certain number of stocks, a ‘certain 


quantity of unfinished stocks on hand; those stocks are 


@eaqitrerent quality’, and that sort of thing, so I have 


prepared a statement to show the approximate figure of 
finishing up those stocks, that is bringing it into the 
finished products picture. 

Very well. 

In other words, w2 start with say 6,000,000 gallons of 
unfinished stock at the beginning of the year, we run 
69,000,000 of crud? oil, and we end up with 7,000,000 
Gf Untinished stocks on hand, so in our products at the 
end of the year we have the finished products from the 
6,000,000 that we started with anc which we have completed, 
and we have that also which we process during the year, 


and we have left 7,000,000 gallons of unfinished stock, 


and what IT have tried to do here is to estimate the 


production, adding in the inventory at the end of the year 


end 
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J. McGrath 


on an estimated basis so as to cet tha whole nicture, . 


2 Of the twelve monts? 
Yes, 
ds Geis aia a aie Thic is a statement entitisd 


"Refinery Spread Batween Jobbors' Frices and Cost of Crude 
and Absorption Naphtha, After Conversion of Unfinished Stocks", 
and that will be the next Exhibit. 


(STATEMENT FRODUCED HERE MARKED 
BASE Ti SOOM}. * 


eo 


Yes? 

A In the study of refinery spreads which finally result in 
refinery profits, I felt the Commission would be int2rested 
in a statement showing the manufacturing costs of the 
Calgary refinery over a period of years, to Show what 
effect, or to demonstrate what effect volume has on the 
manufaéturing costs, and I would like to file...a.... 

The statement you now produce does that? 

A Yes, it shows the Ton, saeh year Trom’ P3s0) To 195e 
inelusive, the amount of money spent in manufacturing costs 
Bor onose vears, and: the cost per barre] Tor each year, 
and it varies from 42¢ to 84¢ per barrel with an average 
hove tne, Hine years of 63¢ per barrel, 

ny 

2) This is a statement merely entitlsd ‘Calgary Refinery", 
and just describe it, Mr, McGrath, 


m7 OSHATIRMAN: To show the effect of volume? 


eo 
= 
4 
oat 
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effect of volume on refinery costs, 


a 
fe i tS 
> 
ey) 


MR. T8k”"LEY: Between ths years 1950 and 1938 inclusive, 
and showing the average for the nine years, 
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o Ben ay Anything else, Mr. McGrath? 

A The next Exhibit is the Assets and Liabilities of 
the Calgary refinery. 

a} go Of @ varticulcr anos 

A eo Of December Sist,. 19358. 

» This statement, ‘Calgary Refinery, Acsets and 
Liabilities, the date LENQOty i Showng wy buty ab Ss? 

A nenon December Slst, 1958. 


(DOCU GD Cn D Maas 
eee Poe an hel) eae) 


mess 


> 


A I would like to discuss this statem nt for a noment, 


Mr. Frawley. 


2) Ves, the Statement, =xhibit “611°? 
A weenie seo beser th, oxbibit “SLi -}; the statement, snore 


Pianeta Cash of nend ‘as at December Sist,. 1938, of 
the Calgary refirery, is 245,177.00, and the Accounts 
Receivable was 528,258.88; other saccourts eceivable, 
2437.64; Inventories of Crude ard Froducts on Hand 
pecost, 6976,15°.28; Inventories of Material end 

pe oie =, 96 Cost, 5114,505.60; Preveid aud Deterred 


Perec sa, oc, oluelS.,. The next item 18 \ “Fixed Assets, 


PeeSO Ca Lal 85 SCTSs se es ee 


Q That is all the refinery assets? 
A That is the refirery assets, the Calgary refinery 


aseets. Now we show the cost, it is shown. in the 
statement, the cost of the Calgary refinery ec ul pment 
Ney 3D,c209,2607.42; now there may be cotmarisons made 
Detvecn che cost of our clent at Caleary acd Other 
“ae Dy venwd-justo lise bO) béeeve wale (sue etter 
with the Co*mission, and that is that you carnot judge, 


you cannot perhans relate the cost of slants to the 


“sou0~ 


a: MeCrath 


ratedcapacity of the -lant, .nd whet I mean by thet 
Poe. Ur Calesary refin cey Onerctes, Tirst ov ali. 
Our s.les from the Calsary refirery are made in the 
folLow: = ratios, about 70% of the sales are sade ih 
Six sonths and 30% in the remaining six m nthe? we 
Onerate the Calesary refinery at an even tate throtich- 
out the ysar ard store the aroducts to meet the demand 
in the six months during the su mer tive, consequently 
we Carry @ largs tanxeze, Now, when you are talking 
about the reted cavacity, you may nave two refineries 
Or the sane rated cavacity ner day throurh the sales 
Of refivsd products, and the one with tankac: can overate 
at thet rated capacity throughout the year, while the 
Other car only onerate at the rated cavacity so long 
as the market takes up their production. Uave I] made 
myself clear? 

he Yes. 

A o> Comearin« the capitel investment, thet 1s a thing 
Which should be considersd. 

E P." CulT AN: Have you fisures to show wheat this 
tankages amounts viel 

be the tenkcacs amowuts to anoroxisately 1,000,000, sir, 
amillion barrels tankxare. 

Q ie 42. 25V: Ferhens the Chairman means you co'.id 
give us the breakdown, anc eres you intended to give 
Me Some Drealkdorn of thet item of 35, °89,266.4<27 

is Mie soins «O come to that Laver. 


a And then you say that the asount of CENKARS i. 2 ste wa te 


=O390> 


A f have a su-gestion to make on that, if you would let 
me, Mr. "rawley. 

) art rieht? 

A peve 1 Wade «vself ¢lear on th: tro LVoos, Of (Farineries., 


tm. cCneirman? 


feo AS Ors CI SO 
A Yo Se 
Q Pe Oa ANS = 6ut if I am \inderstandire you ‘erighs, 


Bie cisterence to which you soint Is extra tanke 


ge? 
A Wes, yes, and provably some other equinment, I do not 
know. 


A Oh yes. 


ie 


Ai PU uaerwe are tvo different tyses of onéravion,, one 


ie 


evenly throughout the year with tankege and the other 

Pemaccorainge to sexsorable denands and shut down during 

the ~eriods wher the demand is low, two different ty»ves. 

Pum tent in Caleary is the tyre that onerates through= 

Out tne year and stores the product to meet the »eak 
ie ooSs Suamer tine. 

Q Pee oe THs js e ticure Whica is talen tro" he 


pooks? 


A ties is Frieht. 
a Oise. DuLld—-u2,. you mitht say, of the invenwories 


for ecuipment purchased* 

A That is the cost of the equivment vurchased, that is 
Pient, Now, this slant of ours Was built in 1928, and 
Since that time of course there have been a lot of 
changes made in it; additions have been saade during 


that period; however the cost as 7 mertioned sefore 


of the ecuipment is 15,269,c60.44, 
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J. MeGrath 


Q ees) This statement, thivit “B1L*. v6 


Oy this cate, is it? 


is Pecember Sist, 1958, sir, 

< Oievyes, I have a note of that, thank you, 

A Yes. Now that plant hes »: n denreciated over the 
year. 

Q Now, just a minute, December 3lst, 1938, oh yes, that 


is the end of last year? 


A es. 
6 Tos? 
A In rezard to the fact that »art of the equipment is 


old, that same ecuipment has some commercial value 

today. Now, this subject is one of considerebdle 

magnitude and I have a sugrestion to make; we have 

Snow) On this statement a reserve for dexreciation 

Pewor becembper JLst, 1938, 0f »3,444,326..25, Leaving 

the net depreciated value of that slant of »:1,645,142.17; 
1] . 


mow the »nurnose of this statement is to show the capital 


t 
j 


-lemmloyed in the Calsary refinery, presumably to base 


1; 2 


\\their return on. Now, I have a suggestion to make 
Ve this connection, and I think it would probably 
facilitate the operations of this Commission, end 
that is this, I h: ve with me the details of all the 
costs of this equinment in making un the %5,289,268,42 
and I would suggest that Dr. rown in his wide 
experience and Nr. Cottle review these figures with 
myself and see if we can come to soue fair value 

for that equinment, fair to ourselves and fair to the 
Gowmission. It would not take a great deal of time, 
Sad asc a matter of fact, I think it would save a4 


ereat deal of tizie in this hearing. That is just 


@ suggestion, sir. 


ey eee aes, Be 


Lye, oF iat 
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MR. PAS Leys Therevis-no use for wesetine 


tise at this moment. 
me. CHATHMA™ * of c-urse, we can only 


suggest that you discuss that anonsst yourselves, 


Nemes ead Ei Vester ty) hae CUSSTUON ya ole 
ee Ca) Rag fe are only .nxious to 


save time and facilitete everybody in setting the 


evidence in. 


eer: Yes. 
TH” CHATRMAN: i. 3% can ve exoiored that way 


@s well as any other, all right, and if it cannot be, 
mm Tien. ALtlis fa question ofr. Nolan’ with yourself 
and the others discussing I think which way in your 
judgment will pest serve to helm us. 

MR. MOLAN: as Piguderstand 10, sir, 

there is a mass of figures behind the costSthat have 


been put upon these fixed assets. 


dus CHATRMAM: 1ESs 
MR. NOLAN: Now if there is any short 


way of arriving anywhere, it is to be Pore rred, 
because from my ®xperience nd my discussions with 
these gentlemen, it will take Kr. McGrath so:e time 
to go into these items th:t make ud this figure of 
oo), 209 268.42. 

PANT SS Theat is right. 

WR. NOLA™: It would take some time, would it? 

Yes, 

A long time? 

res. Th would. 

Pee ek ay : “e do not know, we vill have 


to give that whole thing soze consideration, 
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J. MeGrath 


THs, CHATIM EN: Yee. 0G LOOtsr Very oun 


2s thouth you would have the afternoon free, 


es an Oe M28. VS (COMCORN Vaile 
a, (Co oka 3 And that oeing so, you can 


discuss it with each other, and we must, in the end 
DEeeLULOCH DY You ysiir. Pravley, I sean Tor the 
production of the evidence, but if there is any vay 
in which there is < short-cut to an understanding 
of this, we welcome it, of course, as I an sure 


Mowiwi 11 


Pete Bits ene YespuwWewvillL heve: to study. 
IT CHAT RMAN: On the other hand, if you s<e 


soue objection to the suggestion nut forward. by 

Mr. McGrath, you will naturally not* adopt it, but I 

do sugctest that it be given some consideration, 

Ma, NOLAN : And = hove you do not feel 
that we have not been making some headway, svcause we 
have done more this morming than we have done for a 
long time, when we have got these statements vrevared 
and presented. 

tale ok Lag ts 2 They are just a lot of figures 
at the soment. 

a ee EN s E have not the same ability 
as my fellow Coxmissioner has, im understanding state- 
ments, and so I warn you both that at some time I 
exnect you to »ut in simple languave so that 1t may 
be understandable to anyone wno do. s not serhans 


havwzen to be a chartered accountant, the result of 


these statements. 
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J. McGrath 


ED 


A 


Mate oe Leys -@il, I.au cuite sure 
that is what we are trying to do, and that is why 
Dr. Brown is here. 

Pe Ore PR AN Ido not at all pose as a 
chartered accountant, and never have, but I am of 
the opinion that cll figurations are but means of 


arriving at a result which can we stated in words, 


Re Bt ys In words. 
Pa OHA LH MLN t Yes, am the aethod of 


ayproach to the conolusion arrived at can surely also 
be nut in-words. 

MR. MOLAM: May I ask Mr. McGrath, the value of the 
Proned Possets es contained) in this Sxhnibit’ *Sll" ts 
basec upon what? 

That 55,289, 268.42. 

Yes? 

The cost of the ecuinment in the  3lant at the present 
time. 

Is that book cost? 

Yes, that is what was spent for that equinment, 

That is the actual cost shown by the books? 

That is right. 

mma you want to discuss that angle of it with the 
experts? 

Yes, 

Perteuwhether that kind oi cost should be taken? 
Paotris right. 

Pee eee aN: Or the ‘alternative, namely, ths present 
day replacement value, or some such thing as that? 
“ell, I do not knov whether you wish to get into the 
question of anoraisals, I do not kvow whether you want 


to go into a long investigation like that. 


ras 


y oo yes wt 
yh" ‘ tae s 
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J. McGrath 


rae) 


bo 


6 


A 


a©) 


Cervvainty 1 do not, Tor imyselt? 
Soe thor io Late eu ssi To with Dr. Brown and 

Pea vcOvele Wo UCOULG "COme (LO! somethings which "ls Tair. 
But it would mean, even if it wos an agreed figure, 
Popeould amount Govan) ia praised value or your plent. 
ea GAY Vein, ‘an eer sed valve, 
aeaereed value, I think, 

fees, Gli Lien, whatever Lb7is, put it has oe be 
thoroughly discussed? 

Yes. 

(ae ee Leys Sono rceannow) Bada any tiie oe  Tetain, 
Mr. Chairman. 

me COATAMAN : No. Of course, your method 
of a-~yroach is vitally important, your ‘nethod of 

aon roOeoh in arriving SOtae) Value To VELally (Dimon tes. 
Gui ii Un Value 1s to ve vitally important, beeause 
your results would largely depend uvon how you 


approached them. 


Mie PRA LEY : tec. 
Tit CHATRMAN: We had a Little experience 


of that in the »oive-line matter, 

Pi ee ay ecu sist el) bUle ei) eerie 
Have you any more Tigures? 

fon veiay) 6A). sir, 

Now thess statements then will, ater they are 
discussed ard re-discuss2d, will complete your 
evidence to the Coumission, I take it? 


Paat ts right, 


a 
LenS 


Nod 
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m7 CHAT MAM: T suppose, Mr. Frawley, 
you think it would De of no use to attemnt to go on 


with anything more today? 


ony (Re LY No, Mr. Chairman. 
a ORAT RM AN: SuUppOSive Dr. Brown ahd 


Mr. Cottle’and Mr. McGrath hav: not reacted any 
eonclusion that will advance us by tomorrow morning, 
heve you anyone else to go on with? 
Pees, PR Leys Now woeccause it really stops 
things. Mr. Halverson, I wanted to rvollow with. 

Hie CLATRM AN ¢ Dawn WaStbhankine about 
was the tag ends. 
MA.) fat TY 3 Ohny wes, (ves), (ther seems 


to be alweys some of those. 


oe LARS If we could eliminate them. 
MR. FPRAVLEY’ Yes, i have one or two 


producers. 


TH: CHATRM AN: Unless you wish, to figisn 


with those who are concerned with the accounting end, 


it would occur to me if you have anyone else left, 


for examole, on the cost of sroduction. 


Nite RCN LEY 3 Wer. 
THE CHAIRMAN: TMhewtield price or eny 


tag ends which you have, that we could use odd days 
in cleaning them up. 
Pee yl darst ¢ T shink = wid Stay wit h 


my people this afternoon, and in the morning then 


We Mieht go on, if they a.c still diseussing it, 


- 8906 - 


we might 20 on with Mr. Maynard Davies, and one or 
two like that. 

THE CHAIRMAN: '¢ will leave it with you, 
Mr. Frawley. We will then sit =t 10:30 tomorrow 
Morming., *OuU have nowhinze more to put in this 
morning, Mr. McGrath? 


LEN Oo 8 MO Se Sar Ke 


(The Inguiry was here adjourned to be resumed at 


10250) 24) may scune 14th) 
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(EXAHINATION CF Mike JaAneS meoGiATH CONTINUED BY wR. 
FRAWLEY) . 

THE CHATIU-AN: Mr. Frawley, I see in the 

morning paper a SP andnt that this Commission adjourned 
to consider reports Hehind olosed doors. 

MR» FRAWLEY: — I didn't read it this morn- 
ing, I had so much else to do. 


THE CHATHiAAN: Now this Commission has been 


very careful tc make it clear that none of these proceed= 


ings are behind closed doors. (‘Je adjourned yesterday after- 
noon in order that experts might talk to each other in the 
afternoon instead of doing it far into the night. There was 
no sitting of the Commission whatsoever nor were the Com- 
missioners together nor were they considering anything re- 
lating to this Commission and I want that quite clear. 

Whe FRAWLEY: Yes. 

THE CHaliuu.AN: And I trust that whoever saw 
fit to make that report will see fit to s@4ythat it is not 
80. 

MR. FRAWLEY: Mr. LicGrath, I understand that 
you want to make some slight changes, do you? 

Yes. 

To the Exhibits that you filed yesterday? 

Yes. 

Yes, would you do so now, that is in the Exhibits of yester- 
day and you have that, starting with 300% 

Bxhibit "310". 

aehibit "210" is what you want to change? 

Yes. 


Yes? 
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In 1938 the crude run was 2,753,587 and the cost-—-= 

That 1s a change from 2,855,527? 

To 2,753,687. 

It isa scw 2,758,587? 

Yes. 

THE CHATKMaN: That is the 1938 figure? 

Yes, 2,752,587 and the cost per barrel in the last column 
opposite 1958 is 43.61 instead of 42.72; that also changes 
the average for the nine years at the bottom, the barrels 
run is 1,813,709 and the average cost in the right hand 
column is 63.94 instead of 66.54 and telow that---- 

It does not touch your manufacturing costs at all? 

No, and below, the processed for Impcrial instead of being 
2,474,294 should be 1,972,554 and that gives the total for 
Bes) Ot 2,750,007; now a similar change en Exhibit "280", 
Schedule 3, manufacturing costs, the barrels charged at the 


top instead of being 2,855,528 should be 2,758,587 and the 


cost instead of being 42.72¢ per barrel should be 44.d1. 


THE CHATRi:AN; ir. Frewley, Mire Cutler hes 
just asked about changing the original exhibit. There is 

no objeation so ne as the change is verified by the witness 
as it has been done and I am just wondering if you shoudl nov 
do that because we might not be reaching @ consideration of 
these ste toaents for some weeks. 

WR. FRAWLEY: No. 

THE CHATRiiAN;: And it might be just as well to 
have it in its proper form, less wo overlook what Mr. MoGrath 
has suid by way of change this morning. 

MR. FRAJLEY: Instead of picking up the Ex- 
hibit sometime without the change and using it in that way. 
TH CHATRiwiN : | Yes 

Re FRAWLEY: Well I suppose Mr. NeGrath is 
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the one to do that, the Exhibits are not being used and 
perhaps that could be done at the noon hour, that is make 
the actual chanees? 

A Yes, L‘would bo very glad to do that. 

G WiRe FRAWLEY: | Mr. McGrath I want to ask you 
about this figure which you have just given us, of menufact- 


uring costs, barrels of crude charged? 


A Yese 

Q You have now given UStensteU re Or 2,700,587 7 

A Yes. 

Q, Is that the figure after you have made adjustments for in- 
vontory? 

A No sir, that is just taking out the naphthas and that which 


was sold without being processed: with the inventory adjust- 
Ment it is still 45.61 as shown on Exhibit "308"(Cc). 

G What ia that you say atous "308" (¢)? 

A The manufecturing costs after considering the inventories of 


unfinished stock is 45.61. 


Q Yes? 

A That remains. 

Q That remains the same? 

A Yes. 

Q Then this is a new figure you have given us of 4,753,087 as 


the actual number of barrols of orude charged to the stills? 

A That is the barrels of crude charged, yes, that is based on 
the crude charged; now the unfinished stock inventory increasad 
and applying the same number of dollars to the net amount of 
oll gives us this 45.61. 

Q Is the 2,753,587 crude oil? 

4 No, that is crude oil and absorption. 


Q Crude oil and absorption? 


pes eo 
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A jill that i8 taken out are those things which are sold in 
the plant which we reeHy Jo not pass through the process ing,- 
that is the naphthas. 

Q DR. BROWN: Just in and out? 

A Yes, Dr. Brown, that is based on the 69,032,397 gallons 
as shown on Exhibit "308" (C). 

Q MR» FRAWLEY: You show a difference there, 
I think you should correct perhaps the exhibit "280" 
Schedule ¢, with respect to the descriptive words “"harrels 
of crude charged"? 

A Yes, that is probably right, barrels of crude and other 
stocks charged. 

GQ Yes, barrels of crude and other stocks such as separator 
naphtha, absorotion naphtha and so on? 

A Yes. 

Q Well that is another correction you might need to make on 
the exhibit? 

A Yes, I will do that, wr. Frawley. 

Q Now is there anything else? 

d Yes, you were asking me about the specifications of jobbers! 
crudes of gasoline. 

Q Yes? 

A For similar crudes the specifications are the same with the 
exception that on leaded gasolineswe add solvent oil to our 
Own crude. 

Q To your own production? 

ji Yes, and of course the colour is different. 

Q But other than that the Commission may take it that what the, 
say the North Star Oil Company sells as standard gasoline is 
identical with Three Star except it contains no solvent oil? 


A If it is purchased from us, iir. Frawley- 
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Q Yes, if it is purchased from you? 

At That is right. 

Q And that goes for all of the marketers who purchase pet- 
roleum products from your plant? 

A That is right. 

Q That they are product for product exactly the same except 
that your products, your own products contain solvent oil 
and theirs do not? 

A Yes,and the colour varies. 

Q is that all? 

ny And you were asking me to file a statement on the B. A.'s 
processing agreement and I have it hore. 

Q Oh yes? 


(Statement produced by witness). 


Q This is a statement entitled "Processing igreement, Income 
and Expense, exclusive of fuel as custcmers supplied the 
fuel", it does not say 80, but this relates to your operation 
for B.A? 


& Yes. 


(STATIERNT PRODUCED HERE i. RXED 
AS BXHIBIT "312"). 


Q Now is that all, Mr. licGrath? 
A That is all, tir. Frawley. 
luRe FRAWLEY: Phank you then. I will call 


Dr. Brown. 


DR. GUORGE GRANGER BROWN, having 
been first duly sworn. examined by Ir. Frawley said: 
Q Dr. Brown, your name is George Granger brown? 
4 Yes. 


Q And you live where? 
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A At Ann Arbor, Michigan. 
'Q And wrat is your occupation? 
A I am professor of chemical engineering at the University 


of hiichigan and consulting engineer. 

Will you tell the Uommission whet your qualifications are, 
where you graduated and what your experience has been? 

A i graduated with the . Bachelor's Degree at New York Uni- 
versity in 1917 and later received a Chemical Hngineering 
Degree from the New York University and the Waaters Degree 
and the Doctor's vegree from the University of Michigan; 
aince 1920 I heve been teaching at the University of hieh- 
igan and acting as consulting cngineer, having charge of 
all the petroleum work at the University of wiehigan since 
ebout 1925; I have been consulting engineer for many of the 
petroleum companies in the United States and the Amorican 


Petroleum Institute, the Naturel Gasoline Association, and 


elso many of the engineering companies, Universal Oil Prod- 
ucts and Kellcgg's and se on> 
Q@ Have you appeared before Commissions and Gourtsa as a witness? 


j Yes I have, both in the United States and Canada. 


ce) 


And in Venade you have been appearing where? 


4 St Ottawa. 
Q At Ottawa. You appeared befor? the Tariff Board a year or 80 


ago? 
J Yes. 
°) dnd that was with respect to a matter involving Turner Yalley 


Grude, was it? 


A It was. 

& And an analysis of tit crude as cempared with Mid-Continent 
crude in the Imperial plant at Sarnia? 

4 That is right. 

Q And in the United States you have been appearing I suppcse in 
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various States, in many different Statos? 

I have appeared before many of the Federal Courts in 
various Districts as well as the State Courts. 

Now you have been asked, Dr. Brown, you have been brought 
here by me to give to the Commission ae benefit of your 
experience as a witness and also in a consulting capacity 
to nyself and Mr. Cottle, is that right? 

That is correct. 

And you have made some study of the opertations which the 
imperial Oil has in Calgary? 

i have. 

And you have seen their plant? 

I have. 

Jnod you have seen the costs statements which lir. MeGrath 
has brought with him from Toronto? 


I have. 


Now it occurred to me, Dr. Brown, before you proceeded to 


discuss the Imperial Operation or any other operation in the 


Province, that you might give to the Commission an expose 
of what is involved in petroleum refining, both elsewhere 
and here, and then go from that into a discussion of the 
particular operations which we have to deai with in this 
Province, and I do noe know whether these charts would be 
of any help to you in explaining it but I would like you to 


give to the Commission an exposition of petroleum refining 


so that they will know what it is all about? eaves oe 


The problem of the petroleum refiner is to take the crude oil 
ap it is delivered to him from the pipeline and process it so 


as to produce those products which are desired in the ter- 


ritories served by the refinery- In many ways the operation 


of a refinery is analogous to that of a railway. The railway | 
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takes the raw material or the products from one part of 
the country anc then has to deliver the various products 

at various points along its right-of-way. The refinery 
takes the crude oil as it comes from the pipeline and 
processes the orude oil, delivering products from the crude 
oil stream as it flows through the refinery at various 

steps along the yefining process; for example what we call 
"topping" is the first operation to which the crude is 
ordinarily subjected; the "topping" the crude oil flows 
through the furance or the shell still or other device to 
heat the crude oil to such temperature whereby vapouring, 
from the crude oil, produces. gasoline and some of the 
distillates which would compose the kerosene and tractor 
distillateS;that is in many ways equivalent to simply carry- 
ing the crude a short distance to the refining process as a 
railway may carry some of its freight only a short distance. 
after these materials are "topped" from the crude they-then 
have to be treated to make them ee bie for use in motor 
Cars or in lamps as burning oil; that involves a little fur- 
ther operation. Sometimes it costs more with some crudes 
than with others and it is again comparable to the railway 
Carrying its products a little further along the line. 

Then the cracking operation is an 
expensive operation in which the unvapourized crude oil left 
behind from this "teopping"operation and frequently along with 
Some of the material which has been vapourized from the crude 
but which is not considered just suitable for marketing in 
that form, may be mixed with the heavy ends from the crude or 
processed separately; those materials are then heated to high 

temperatures and usually under relatively high pressures in 


equipment which is expensive and has to be carefully inspected 
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to prevent serious fire and again this is equivalent to 

the railway carrying some of its products perhaps over a. 
high mountain, an expensive haul for the railway and an 
expensive operation for the refinery. Those products 

ave then further treated, sometimes re-run, in order to 
make them suitable for the market. Now it ie clear that 
the refining plant ae the refinery must have a certain 

size of equipment or a certain capacity in its equipment 

in order to handle any appreciable amount of crude oil and 
in operating this equipment there is a certain minimum exe 
pongse incurred, in other words there has to be a certain 
hamber of men on the shift, each of the 24 hours. Supposing 
-we had one unit, we have three men on a shift. Now it does 
not make any difference whether we are processing 50 barrels 
or 5,000 baryvels, it is going to roquire just about the same 
humber of men to operate that plant for, thas particular 


part of the plant for that particular shift in the same way 
as it takes the same train crew to operate a train whether 
it consists of one car or sixteen cars, so the cost of op- 
erating the refinery is by no means constant for the aim 
amount of orude being processed. If the refinery is op- 
erating up to its sapacity, that is equivalent to the rail- 
way operating the heaviest trains that the locomotive can 
pall: it nebnk that all of the energy of the operating 
forees are used most efficiently; on the other hand if the 
amount of crude being processed is cut into nalt of the 
Capacity of the plant, the number of men employed to operate 
the plant is substantially the same, tho depreciation on the 
plant is the same, and the taxes wculd be the same; the only 
fastors which would be decreased would be the proportionate, 
possibly a proportionate decrease in fuel and in the 


Chemicals used. 
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The uokeen might be decreased slightly due to the lower 
capacity at which the plant is operated. Now for that 
reason any calculation as to the cost of the operation 
of a plant or any calculation or estimate as to the cost 
of oroducing gasoline and other »roducts from crude oil 
must tcke into consideration the relative cevacity at 
which the rlant is operated. That has been brought 
out, I think, rather clearly by an Exhibit presented 
by Mr. McGrath to which I might call your attention. 
It is #xhibit “310” which shows the cost, as computed 
for the Calgary refinery of the Imperial Oil Company 
over the past eight years. That indicates in 1938 
when some two and @ quarter million barrels of crude 
were »nrocessed -- 
TH: CHATRMAN: Before you proeced, do you 
mind giving us the benefit of your views on a situation 
such as we have heard of where a refinery is operating 
part of the time and shut down vart of the time? £ 
quite appreciate what you have said and I agree that 
if they handle a greater volume, that the refinery is 
capable of turning out the product. But what have you 
to say as to the situation where the refinery operates 
in a busy season and closes its doors in the winter 
time, such as here for example? What would occur then? 
A Suppose we operate for six months and shut down fOr Bis 
months, This is a hypothetieal case. 
Yes? 
A It is necessary of course to maintain a skeleton crew, 
That is your superintendent and your chemist and your 


responsible foremen really must be kent on the pay roll 
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besause these are trained. and exverienced men and it 

is impossible to nick these men us at a moment's notice. 
In fact it is considered rather voor oractice to allaw 
even any of the operating force to work internittently 
like that because they are really all skilled men and 
about the only men you could dre» from the vay roll with- 
out a very noticeable loss in efficiency would be what 
we might call the unskilled labor or the men about the 
yard. So that it means that the Comoany must maintain 

a skeleton organization, in much the same way as a rail- 
road must maintain a skeleton organization. Tt has to 
maintain its right of way and have men available to 

start uv when the occasion arises. Now there are two 
ways that a refinery can meet that »nroposition. One is 
just as you have mentioned, to run the refinery for the 
six months out of the year and then shut down for the 
other six months, in which case they would have to have 

a plant of perhaps fifty per cent greater capacity than 
if they could operate that plant - well maybe twice the 
capacity than if they could onerate that plant up to 
capacity twelve months out of the year and then store the 
products during the winter and ship them out during the 
summer. T believe the Imperial Oil Campany here has 
found it more satisfactory to operate on that basis. That 
is to operate the plant practically up to capacity twelve 
months out of the year. Not right um to the botthe neck 
but practically up to capacity twelve months out of the 
year and then purchase storage tanks so thai during the 
winter months they are processing distillates and othsr 


things that cennot be marketed at that time but which will 
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be marketed the followin: summer. If they operate that 
way it means they must have more capitel tied up in semi- 
finished products and more capital tied up in storage 
tanks. On the other hand they would then have a plant 

of smaller canacity being able to serve the same community. 
so it is a balance between »surchasing more storage tanks 
and keeping more vroducts in storage, or putting in a 
larger plant and maintaining a crew for operating that 
plant in an idle condition during maybe four to six 

months out of the year. As a general rule I think that 
it is found to be more economicel, more efficient 
certainly and usually more economical to put in the 
additional storage and operate the plant as near capacity 
as practicable so that the crew is busy twelve months 

out ef the year and then the »oroducts are nut into storege 
during the wititer months and shipped out of storage during 
the summer months. Any such problem of that kind demands 
its own individual study because it all depends on how the 
markets change. But in almost every aase JT have been in 
it has appeared more economical to operate in that way, 
rather than to put in a large plant and to run it for six 
months and then shut down. you wall fing, bowever,; Guest 
@ number of very small so-called skimming plants, which 
simply take the crude oil and skim off some gasoline and 
tractor distillates and are not ecuivped to vrocess the 
residue, will operate in the way you have mentioned. For 
example, there might be a number in Turner Valley which 
will preeess »serhaps 2CC or 2C0 barrels a day during the 
season when there is a good demand and then as soon as 
there is no demand they will shut dovn. Those plants are 


marginal producers in the sense they are inefficient. Their 
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original cost is negligible. They are really nothing 
but junk. sometimes they are very dangerous to operate 
in case they are not proverly insvected. No community 
could depend upon such an operation to really meet its 
requirements. But you will find some of these, and 
these plants have such a smell investment and such 
a small screw to operate them that they will find it more 
economical for their particular condition perhaps to 
operate at capacity only during the period that there 
is that demand for the product and then shut down during 
the winter. But in this case, particularly with the 
Imperial vil Company, we are not facing that situetion 
and they have found it more economical to operate the 
other way. Have I made that clear? 

Q Yes. 

& if £ talk too long f wish you would ston me, because ff 
have been told I should begin at the beginning and go right 
down. 

Q That is precisely what we want. We are quite uninformed 
and we will be glad to have any education you can give us. 


A If you interrupt me whenever you wish any information I 


yo 
Wi 


know it will help me a good deal. // As f indicated on this 
Exhibit "310" it could be seen iene the operating cost 
per barrel of crude put through the refinery has varied 

in this one refinery from a low of about 44 3/10 cents 

in 1958 to a high of about 84 cents in 1933. Roughly 

the cuantity of material, crude processed in 1938 was 
Bee chine more tnan twice that in 1935. S50 there is the 
same refinery operating in much the same manner but the 


difference in through-put hes practically doubled their 
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about oh, 5 to 10 cents per barrel than we might expect 
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cost - rather the incresso in throush-put PLO (L556 
1938 has practically halved their cost of »rocessing 

one barrel of crude. Very much the same experience 

as, of course, in that of the railroads where they find 
when traffic decreases and they have to maintain their 
right of way and maintain their crew and maintain their 
equipment that they lose money with the same rates, while 
under other conditions, with much heavier traffic, they 
can make a very substantial profit. 50 thetthe actual 
cost of »rocessing crude oil in a refinery to convert 

it into gasoline, distilletes and other finished products 
depends in’ e very large measure upon the amount of crude 
processed through the refinery. *n fact + believe that 
may be safely stated to be one of the most important 
variums. There are differences in efficiency and differ- 


ences in other operating costs but that one factor takes 


od 


more difference than practically all the rest nut together. 


ao 


In the United States, with operations with which I am nore 
familiar, we find oneratine costSof a plant of around 
50@0 or 6000 barrels through-put vary over quite wide limits 
and based on the experience I have under United States 
conditions, and making some allowance for increased costs 

in Canada due to increased costs of equipment and also it 
appears that with a refinery out here in Calgary far 

removed from other technical staffs, such as there might 

be in the Tast, they have to maintain adequate technical r 
staffs here to answer all of their problems, it seems that i 


the operating costs here at Calgary may vary apparently 


to find in the tnited States under similar conditions, 
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THE CHAIRMAN: gecause of the technical 

staff? 

Yell, let me elaborate on that a moment. 

Wemceam £ind Out © think. os .O...What was. the evidence, 

Mr. Frawley, with regard to some arrangement with..... 

MA. FRAWLEY: The Standard Develapment Company. 
TH? CHAIRMAN: We have not a technical staff 
to any extent here, as I understand the ovidence, Dr. Brown, 
but there is some arrangement made with a subsidiary of tho 
Standard Oil. 

MR. FRAWLEY: Called the Standard Development. 
This is listed as an item of manufacturing costs and there 
is shown under manufacturing costs an item of $27,805.07 
described as engineering development. Mr. McGrath expitained 
that that wes a fee or charge made to get, as they do get, 
the benefit of the engineering advice and technical advice 
of a subsidiary of the Standard Oil of New Jersey known 

as the Standard Development Company. 

TH CHAIRMAN: And they have the right to 

make use of patents. 

MR. NOLAN: I wonder if Dr. Brown is 
talking about operating technicians? 

I did not have a chance really to elaborate on what [I 

had in mind. I think I can clear that up in a mom#nt. 

MR. FRAWLEY: You know what we mean when we say the 

Standard Company? 

Yes. Take for example a plant built in the United States, 

@ modern plant with 5,000 or 6,000 barrel eapacity. It can 
be built down there for a certain cost. I have not had 
charge of any erection work in Canada, and I do not know 


the exact difference, but as neer as I can estimate, 
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the cost cf constructing that same plant in ~anada, 
a place such as Calgary, misht be from 25% to 30%, or 
possibly, more, due to tariffs and othe: conditions. 
so that there is first of all the increaséd cost in the 
plant as erected in Canada as compared to the same plant 
erected in the States. That in turn would increase the 
cost of operation because the depreciation will be 
proportionately larger. That is one of the items. 
Another item which I rather passed over and apparently 
feo, 0Ol make very clear is-that a refinery here at Calgary 
Mes tO depend very largely upon its own personnel to keep 
fee pient Operating, in an .eriidient manner, while a plant 
Sajecent to a larce industrial centre such 4s Chicago or 
Mewroit, can frequently run into Detroit or Chicago and 
get repairs made bv other shops independent of their own, 
Poo -tney cen also get expert electrical service on their 
electrically controlled devices, and pumps and so on. So the 
Peranery at Calgary, inorder to maintainan sfficient 
Operating condition, has on its staff and in its refinery 
proper shop facilities and expert technicians which could 
probably be disecpensed with, at least to a certain degree, 
by most of the American or Unites States refineries which 
ere in the large centres. 

So, taking these factors 
into consideration, and making an estimate which I am 
giving simply for what it may be worth........I do not 
know whether it would stand up on very careful inspection..... 
but it appears that the operating cost for a refinery in 
Calgary would be, I believe, somewhere between 5¢ and 10¢ 


more per barrel. That is a refinery operated under 
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equivalent conditions and under equally efficient 
conditions. I am saying that simply because any 
ecompar.son that is made in Operating costs say in 
the Chicago district and the operating costs at Calgary, 
must take into account those differences. ‘xactly what 
that difference is, I am not prepared to state, but it 
appears to be something of that order. 

Now, I have gone through 
the figures as presented by Mr. MeGrath, with his co-. 
Operation, yesterday, and as set forth on Exhibit "30" C 
I would like to call attention to the fact that these 
figures as given in =xhibit "308" @ do not represent the 
actual operation of the Imperial Refinery for the year 
1938. They really represent what would have been the 
Peguits of their operation in 1938 if the prices had been 
eonstant throughout the year, and equal to what they were 
during the last six or seven months of the year 1938. 
I have wcen informed, I think, that the prices of the 
finished products from the refinery were reduced early 
in the summer of 1938, and ereh dni analysis is based 
on the prices as they existe@ from about June through 
to December, 1938. | 

Now, the figures as given 
there correctly portray the costs and have been....-+.e. 

Q MR. FRAWLEY: Do I understand you, Dr. Brown, putting 
these reduced prices which came into effect on the 2end 
of June back to the lst of January, 1958? 

A That is right. That is the actual realization or income 
during 1938 for the Imperial Oil Company was greater than 
the figures as shown here. Because these figures have been 


adjusted for that price change and the figures on "308" C 
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represent what would have been received if the price 
had ‘been constant throughout the year and equal to what 
it was subsequent to June. 

7 Now, another point I wish 
to make. The figures given there correctiy portray the 
aust as based on the operations as conducted in 1938, 
during which the Imperial was processing something like 
ae eaueriere OLeon Wilton berrels of crude oil. for).the 
British American, and as I pointed out a little earlier 
the cost per barrel processed in the refinery fluctuates 
very widely with the amount of oil being processed, 

Qo that on the other hand, if the Imperial Oil Company 
was not processing this, roughly, three-quarters of a 
million barrels of crude oil and naphtha for British 
American @uring, wie year 1953. their costs, would have 
been quite different from Tae figures given on Exhibit 
"308" CC. I made an estimate in which I had pro-rata 

reduced the chemicals, the supplies, the fuels, the 

| electric power, according to the amount of crude that 
would have been processed if the Imperial had been 
processing only the crude necessary to supply their 

own markets. I estimated the cost on that basis came 
out to be 59¢ per barrel instead of 45.06¢ per barrel. 
And if we compare that figure, which is an estimate of 
mine, of 59¢ per barrel for processing approximately 
2,000,000 barrels of crude - the exact figure is 1,972,454 
barrels - you wil] see that that compares fairly closely 
with the figures given by Mr. McGrath on Exhibit "310" 


for the year 1937. 
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In the year 1937, the number of barrels run was 
Slightly over 2,000,000, and the cost per barrel 

es given is about 61¢. So that condition as it existed 
in 1938 shows a cost of about 45¢, 45-61/100 cents per 
barrel. Suppose the operation during the year 1939 

was exactly the same, except for the fact tnat the 
British American are processing all their own crude - 
that is a hypothetical condition which does not exist - 
but if that were the condition, you could say the cost 
on the same basis would increase approximately 13¢ or 14¢ 
Dex barrel. 


Mee COMMISSIONER LIPSitT: In that connection, Rr. Brown, 


did you consider on the other hand what the effect would be 


of the Imperial themselves voluntarily reducing the 
throughput by about 1,700 barrels, which they transferred 
co une Sarnia refinery? 

i700 barrels? 

Pervo. barrels €& day, 1770, I think it was, 

MR. FRaYLEY: Vt Os 

Any decrease in the throughput of the refinery will 
increase the cost per barrel put through the refinery. 
Do you mean you would like to have.......if I understand 
your question, an estimate as to wnat the eost would be 
if they were processing, Sa@yo.s.eee- 

MR. NOLAN: Exeuse me, is not the fact 
the evidence shows that the reduction in throughput was 
the throughput for the Regina refinery as being the 
distributing centre for that area? 

MR. COMMISSIONER LIPSET?: snd nothing to do with 
Calgary at all? 


MR. NOLAN: I understand not, sir. 
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MR. COMMISSIONER LIPSETT: Possibly that is right. 
MP. FRATLEY: That is right. 
Me.) COPMISSION:GR ZIPS OTT: That does not arise then 
in connection with Calgary, Dr. Brown? 

A I believe that is about all I need say to explain the 
cost of operation as shown on this @xhibit "308" Cc. 
enarriving at those figures, I might point out that 
tT have checked all of the figures used with the records 
that Mr. McGrath brought with him. I am not going back 
to the original expense vouchers, but I mean I checked 
the analysis he has presented, and there are one or two 
minor, +0 minor items, which perhaps ought to be mentioned. 
One is that in this analysis as presented the loss in 
stabilizing the casing-head or the natural gasoline has 
been charged against the crude and nanhtha processed, even 


when tiat loss was due to natural gasoline which was 


a 


/ simply brought into the refinery, stabilized, and then 


hee 


\ sold. That makes a difference of about 10,000.00, which, 
in the over-all figure, would make a difference of not 
more than #¢ a barrel. I think it is of no consequence 
but I should perhaps call attention to that so that the 
record will be clear. 
So that the cost, then, 
as shown on Exhibit "308" C may be reduced by ag peat 
barrel, making it read 45.11¢ instead of 45.61%, if 
this factor had been taken into consideration on a 
little different basis. 
Then there is the item 
of depreciation. That is put in at, I believe, $283.49%3.70 
as the depreciation to be written off during the year 1938. 


That seems to be a reesonaple figure besed on original cost 
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and the depreciations that have been indicated to 
depreciate that plant during the past fifteen years. 
However, no effort has been made to estimate whether 
or not the cost of the plant as it was originally 
installed would be considered an economic and efficient 
investment at this time or not. It simoly shows the 
historical presentation of the depreciation which the 
Imperial Company has consistently ailowed over the past 
fifteen years. If that depreciation figure ware changed, 
that would of course, in turn, affect the cost of process- 
ing crude. If that figure should be changed $50,000.00 
that wou:d change the cost of processing crude by about 
24¢ per barrel. 
MR. FRaYLEY: For each $50,000.00 of change? 

A Approximately. 
TH'S CHAIRMAN: For each 450,000.00 
change in depreciation? 

A If the depreciation, for example, were ‘:3243,000.00- 
instead of $283,000.00, that would mean a smaller 
depreciation by =50,000.00 a year. That would make a 
difference of approximately a decrease in cost of 
processing of about 2s¢ a barrel on the throughput 
of 1938. It would affect that differently with 
different throughputs. So that I fsel that this 
tieure given on Exhibit "S08" C, represents a figure 
that might be taken at its face value, subject to any 
correction that might be made in the depreciation. 

But the depreciation in turn on the face of it appears 
consistent with the analysis presented by Mr. McGrath. 

2 THE CHAIRMAN: Depreciating over how many years and 


at what rate? 
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That is depreciating about fifteen years from the 
original cost of (5,289,268.0U as shown on Zxhibit 
311" down te the present value of ,1,845,142.00. 


(Go to Page 8929). 
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This depreciation of $283,000 for the year 1938 appears 
entirely consistent with the figures. 
Q Now I think you might stop there and say what statement 
has been made to you by iir. McGrath with respect to how 
the depreciation reserve of $38,444,126.25 has been built 
up to arrive at the depreciated figure of $1,845,142.177 
A Well I think he can probably speak for himself better 
than I can how it was done but my understanding is that 
\ figure was arrived at by taking the consistent depreciation 
aueihe the 15 years, as compared with the depreciation taken 
\y* during 1938; in othor words the same principle of deprec- 
iation was applied during all of the 15 years’ between 1923 
and 1948, that is simply a statement he made to me and it 
appears to be true. 


Yes, and what do you say about that assuming that the Com- 


& 


mission will acoept the original cost figure of 5 million 
odd, assuming that is sound and worthy of acccptance, then 
what do you say with respect to the manner in which ir. 
MeGrath has built up his depreciation reserve? 

dj Well I have not gone into that thoroughly. I simply have 
seen the result in the presentation and it appears sound and 
consistent to me. 

Q ALL right? 

A I believe that is about all I need to say regarding the cost 
Seer oraning.: L might point out-<<- 

Q THE CHATRuAN: well now, well go ahead. 

4 I say I may point out the relationship between the selling 
price of the gasoline ut the refinery and what effect that 


would have on the return to the refinery. Under-~-- 


TH GHATRUAN: Now before you enter upon 


le, 


that phase of your discussion Doctor. we have a figure which 
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must come into the cost of production of refining a bar~ 

rel of gasoline, which is depreciation? 

That is right. 

The anortizaition of the money invested, the capital 

money OR Lae Un the refinery? 

Yos. 

Now that being so it is important I suppose to determine as 
to whether or not there was prudent investment in connection 
with the refinery? 

Well---- 

Supposing that we have a plant here that is put down at a 
capital cost of 2,000,000 more than it should be, would 
that not affect operating costs? 

Yes, but that will affest uepreciation. 

Yes, it is bound to affect the cost of refining a barrel of ° 
gasoline. Wow you said, as I understood you, that you were 
not familiar with the cost of constructing a refinery of 

5 or 6 thousand barrels a day in this country but you would 
figure it was 25 or 3O per cent more than it was in the 
United States? 

That is correct. 

What is the cost in the United States, generally speaking? 

mn wocaern plant---- 

Of that class, of course? 

Of 6,000 barrels, is that a fair capacity to take? 

Yes. 

A modern plant of 6,000 barrels capacity in the United States, 
not including storage nor land, would probably be built for 


somewhere around a million and three-quarters; now if we add 


storage to that which in the united States you oight figure at 


around 70 cents a barrel, you wight add another three-quarters 
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of a million dollars for storage, which would bring it up 
to about two and one-half million dollars; to that we 
would have to add land and there would be some other 
auxiliaries which I should imagine, the full cost I should 
imagine would be somewhere about two and a half or three 
million dollars for a plant that would produce primarily 
motor fuels and burning oils and fuels of that kind; not 
lubricating oils or asphalt. 

Q We have no opinion at present of course as to how this ap- 
proach should be made to any recommendation that we have to 
make but do I understand that, having regard to the 
plant you have seen here and the storage you have seen here 
and taking everything into account that in your view would 
be necessary, that an economical substitute plant would bel | 


erected today for two and a half to three million dollars? | 


3% 


d\ Not here. 

@ No, you would add 25% or 30%? 

A Yes, I would think I would be inclined to add about 30% to 
that and I can imagine that it would be possible to build a 
plant, of course this is nothing but a curb stone opinion 
you understand, I huve previously disqualified myself for 
any exact information as to costs here in Camada but I 
should imagine that from 4 to 4% million dollars would prob- 
ably build a plant of 6,000 burrel capacity of modern con-— 
struction at this time, that would handle 6,000 barrels per 
day and also contain probably sufficient storage to operate 
throughout the year. 

Q How much are you allocating to storage, Doctor, in that? 

A I should say roughly a million dollars, that is roughly, yes, 


roughly a million dollars. 
a t:AJOR LIPSETT: In that depreciation item of 
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4 285,473, odd, if that was on a straight basis over the 

15 years it would be considerutly more than the sum that 

has been taken off up-to-date? 

Yeose | 

Did you look into that at all? 

Let me put it the other way around, perhaps, we take the 

gS, 444,126.25 depreciation over the 15 years and divide- 

that by 1d. 

Yes? 

ve then come out with about (250,000, instead of %280,000; 

now that again is not a sound way to depreciate a plant be- 
cause the office buildings, the loading racks, tankage and a 
great deal of the equipment is good for, well, from 20 to 30 
years and should be depreciated at perhaps around 3 or 4 pers 
cent, on ths other hand the cricking plint , and a lot of the 
Ghemical treating equipment will depreciate much more rapidly 
than that and should porhaps be written off entirely inside 

of six or eight years and that difference between the straight 
line over~all dopreciation, which would correspond to #260,000 
and this ¢282,000, would have to bo considered in the view of 
new construction which might have gone in during the past 15 
years and which may depreciate pretty rapidly during the 

last two or three years and study the thing fram the stand~ 
point of each individual piece of equipment in the plant, 

that is why IL say that the depreciation over-all looks con- 
sistent but if it was to be taken as a straight line de- 
preciation on the assumption that all of the 5,000,000 dollars 
was invested in 1923 and thet all of it had depreciated at the 
sume rate,-which of course is not a sound assumption,-we would 
still have (230,000 depreciation in 1988 which in turn would 
have decreased the cost of processing crude by about 2% cents 


per barrel. 
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hurte FRAWLEY: That, you think, is all 

that you have in mind to say ubout depreciation? 

“ell depreciation is a subject that a man can elaborate on 
for hours on end but 1 do not believe with the information 
before us we can do much more than that. 

THE CHA IRMAN: Well we had better have this 
witness' views, if he has any, upon how one should depre- 
ciate, at least what one should do about arriving at the 
present capital value ? 

MRe FRSWLEY: Yes. 

THs CHAIRMAN: You see we have, before we have 


run into tho question of whether or not original cost assoc- 


lated with the prudent investment theory or without it, or the 


Oeserved mothod of values plus observed depreciation should be 
adopted, have you any views about that, we are talkirg de- 
preciation at this minute, and this Commission has had a little 
experience of having a difference of opinion prescnted as to 
how depreciation should be arrived at. 

inRe FRAWLBY: Yes, and what has gone before, 
Dr.» Brown, you understand the Commission has completed ite 
work with respect tc the pipeline rate and has in fact recom~ 
mended a considerable reduction in tho then existing pipeline 
rate, and the matter of the proper approach to ascertaining 
the amount of capital invested in the pipeline was a matter 
which gave us great congern and whether or not, there were 

two views offered to the GVommission , whether or not the 
original cost should be taken less a proper depreciation or 
the present day replacemcnt value less Only observed depre- 
ciation, those were the two statements made to the Commission. 
Now the Chairman suggests to you that we are probably faced 


with the same situation precisely. 
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THE CHATHAAN: But it may be an entirely 
different problem. 
wRe FRAWLEY: 7 It may be a different prob- 


lem entirely. «nd I wonder if it would help---- 
TH CHA LwisN ¢ | I was wondering what this 
witness thinks about thet. 
Mie FRAJLGY: I was going to say, I wonder 
if it would help if we had iir. MeGrath back for a few 
Minutes to explain how the depreciation was arrived at.’ Per- 
haps that is not necessary. It has been discussed with ir. 
WeGrath and you know what he says as to how he arrived at 
his depreciaticn.e Now for the recorc, we should have that 
made cleur by Mr. NcGrath and then you could resume your dis-. 
Gussions of the subject, what do you think about that or do 
I understand you to say that you can discuss it with the Com- 
mission, as to wht ir. oGrath has done. 
Well so long as Mr. iicGrath is here, he is able to speak for 
himself and I think it is one of the points that he can state 
exactly what wus done, because my evidence is entirely secon- 
dary. 
WRe FRAWLEY: That is quite right and if you 
will stand down Mr. iicGrath will tell us how that was arrived 
ate 

JALES MCGRATH, having been re~ 
Gulled, exumined by iire Frawley, said: | 
Mre MeGrath, will you take uxhibit "S11" - 
Yese 


First let us see, without being critical at all, let me ask 


you, you have not, as I understand, the supporting data with 
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you to show, demonstrate how either tho $5,289,268 .42 
was made up or the reserve for depreciation of 63 444,126.25 
was made up? 

A I have the details of the ¢5,289,268.42. 

Q You ewe the details of that? 

re Yes. 

Q aet us just stop there and consider whether that should be 
put in, that is just what it purports to be, the addition 
of all of the capital investment which you heve made from 
time to time at what the cost was? 

r No, it is the cost of the plant which is in existence todey,. 
there have been items added and items taken out during that 
period but it is the cost of the cquipment which is in the 
plant today. 

Q Well that is something. If you built a still there or another 
piece of equipment in 1943 and it has gone out, it is not 
there at all now? 

J No, that is right. 

ce) No part of that item is in this figure of 05, 289,268.42? 

A That is righte 

a) So it is only the used and useful. assets which you have in- 
Gluded in your figure? 

a §6Theat-is right. 

Q And as I understand iir.s Cottle has boen supplied with the 
figures which build up to 45,289,268 42% 


A That is correct. 


MR. FRAWLEY: ) I think we might now put those 
in. 
THE CHATIAN: | Mre Gottlo may have been but we 


may not accept ir. Cottlo's view. 
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liRe FRAWLEY: bn Noe 
THE Cha IRMAN: pe If we have some figures be- 
hind this. 
wR. FRAWLEY: 7 Yes, ee actual data. 
Re FRAWLEY: Will you look at these sheets 


and tells me if these are tis sheets which show the result- 
ing figure of ¢5,289,268.42? 

Yes, that is right. 

Will you just describe then for the record? 

Well it shows the cost of the assets under various groups; 
for instance the crude stills, and the steam stills, and 
the cracking coils. 

It is a classification of the company's assets? 

Yes. 

Of the presently used and useful assets? 

Yes... 

And they build up on the last page to (5,289,268.42?% 

That is correct... 


MR. FRAWLEY: Then the Exhibit consists 


Paey 


of 6 sheets showing the cost of the fixed assets, used and 


useful. 
(STATELWENT PRODUCED BY WITNESS 
Hiikii sA\RKED AS EXHIBIT "316") 
Mae FRAWLEY: Now I do not suppose there are 


any copies, are there any copies of that handy 80 that you 
Can send for them? 

No, these came from the accounting office in Sarnia. 

But I mean there are sone? 

Yese 


Without the reporters copying them all out? 


. 
‘ Ve 
Root 
A "4 
” i 
, = te 
- - qe 
Se i 
; oy ot 
: Ss a 
or ~Al 
ord 
“ E 
_ 
ra 
- . 
wee 
‘ Frit 
\ 5 
— ot ro 
ey ° 
qi Brad = 
* ave 
nen 
os 


J MeGrath “4 HOB7 wa 


Ce 
9 
A 


A 


£5 


> 6 > 


A 


I will have some copies made for you if you like. 

That is fine. Now so much for the v0 ,289,268.42, unless 
you have something further be een about that, you have 
told us that they, that there is not included in there 

any asset which wus in use at one time but which is 

not now in use? 

That is correct. 

Well now, all right. The reserve for dopreciation you 
have shown as $6,444,126.25? 

Yes. 

fénd how is that made up? 

That was made up by the accounting department at Sarnia and 
on Exhibit "313" it shows the age, or the year in which the 
equipment was put in. 

Bach piece of equipment? 

That is right. 

Bach class? 

Bech class of equipment, yes, that is right; for instance 
there was some put in in 1924, some in 1929, some in 1954 
and sO One 

Yes? 

Well by taking the rates of depreciation used in 1938 and 
applying them to the assets which were in use we determined 
the ¢3,444,126.25. 

Now what do you mean when you say “using the rate of depre- 
cation used in 1938"? 

Well over a number of years the depreciation has varied, say 
over the 15 year period, and we brought it to the 1938 
period which is the basis used in our manufacturing COSTS. 


Will you illustrate, in 1938, there was 4 certain rate of 
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depreciation on a certain class of equipment? 
Yes. 
Can you give us the range of rates over the different 


Classifications? 


Well I have not got them here with me, Nr. Frawley. 

Just for instance, and I think your evidence should be 
supplemented by something of that kind, but for the 
moment there would be a rate of 7% on a certain class of 
equipment? 

Yes, and 5%. 

5% on another class of squipment? 

Yes. 

Ranging between--~~ 

Oh 12 to 7%. 

From 12 to 7%? 

Yes, I think the average is about 5-3 or something. 

Yes, now tre those rates of depreciation which your com- 
pany arrived at in their own good judgment or are those 
rates allocated to you or prescribed for you by the Income 
Tax Department? 

No, those are our own rates; they are lower than the Income 
Tax rates. 

Now I wonder if that fully explains how that reserve was 
build up, the 3,000,000, it gives you now the depreciated 
value for your plant of 41,845,142.17? 

That is correct. 

It is understood of course, I have always understood that 
you are going to send to Toronto and bring this supporting 
data? 

To yarnia. 


And bring all this supporting data? 
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Yes, I will get the supporting data on that. 

Oh yes, that is understood. 

I am sorry, it is e long distance off, that I am not able 
to have that with me now but I will get it for you as 
quickly as I can. 

Yes? 

MAJOR LIPSETT; iire MeGarth, was there an 
actual figure written off each year for depreciation during 
the past 15 years? 

Yes there was. 

And that is not the figure? 

No sir. 

“ell now can you give us the actual figure which was written 
off each year in your yooks over that period? 

Pecenoret that for you, sir, yess 

L would be glad if you would get the actwal figure? 

I will be very glad to get that.» Of course it is of vary- 
ing rates and they are not consistent, they are not con- 
sistent with the depreciation written off in 1938? 

No? 

The reserves, and the depreciation written off against man- 
ufacturing in 1958 are consistent. 

But if we take the book figures to get the corresponding not 
figure, you would require the book depreciation, would you 
not? 

Yes, and then we would have to change our manufacturing costs 
to conform to that. 

Yes, and I would be very glad if you would get us the exact 
figure Ape en off in the books for deprociation during the 
15 years? 


Yes, I will gry to get that. 
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mwRe NOLAN: Of course there would have 

to be a change in the manufacturing costs as shown by us 

in each year? 

That is right. 

If the figure for depreciation is taken from the books. 
MAJOR LIPERPL: Yes, but the actual fixed 
assets and the reserve for depreciation, thet is really a 
capital item as distinct from operating costs. 

No, but that has a bearing on operating costs? 

Yes I understand? 

For inatance if the depreciation, this is based on 5.3; 
supposing it was 7% over the past 15 years or say 14 years, 
then the operating costs would have to be increased to that 
extent. 

In the previous years? 

And in 1938. 

Yes. 

THE CHATRWAN: " Not once it was fully amortized, 
not once you got your capital back? 

That is right. 

Mie FRAWLEY: T do not know what you mean 
precisely when you say would effect your manufacturing costs, 
whatever you established in the hooks for depreciation? 

For 19238, Mr. Frawley, we have used a rate of 5.6 for 1928 
in the manufacturing costs and in setting up this reserve. 
Now Jet us assume for the moment the depreciation was 7% 
over the last 15 or 13 years, well then, if you are going to 
use thet as the basis of valuing the plant, then the depre- 


Giation written off to manufacturing should be on the basis 


of 7%, it should be higher. 
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in 1938'7 

In 1968, that is correct. 

Of course what probably is in Commissioner Lipsett's mind 

is if the books show that the plant has been completely 
written off and some of the property was completoly written 
off as early as 1936 or 1936----~ 

Well I can assure you that the plant at the end of 1938 was 
not written off. 

By the Books? 

Yes, that is right. 

48 to any group of assets? 

Well I do not know about group but the plant as a whole was 
not written off. 

That may be true but with respect to any group of assets they 
may have been written off, I an trying to understund the 
thing and you say it wus not, that no part of the plant had 
been completely written off before 1938? 

LI cannot say,thet, Mr. Frawley, but I can say the entire 
plant was not written off. 

But there might have been & snulier figure on the assets, of 
assets unamortized then, you say? 

That is possible, yes, that is possible. 

And then what you would say about that is, well what would 
be your view about that, that the Commission should have re~ 
gard to what you did in your books? 

Well I think this 1938 figure is the proper way to look at it; 
in other words the reserve is consistent with the amount of 
depreciation taken in manufacturing costs in 1938+ 2D tnink 
they sre related; if you use a highor, a lower valuation of 


plant then you use higher manufacturing costs so one off-sets 
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the other. I would like to have Mr. Cottle or somebody 
express themselves on thet. 

Yes. I think you are right about that and the only re- 
grettabdle thing that Mr. Cottle keeps pointing out to me 

is that he is entirely at ¢ loss to bring his mind to 

bear on the figures when he is only shown two figures there? 
I am telling you I will get thot figure for you. 

It might come by air mail? 

There is quite a bit of detail, tir. Frawley, and it is a mat- 
ter of getting it assembled. 

I just wanted to point that out as indicating the reason why 
Mr. Cottle cannot make any very intelligent, observations 
about ite iI take it in the main he is in accord with that 
principle which you have just eanunciated of consistency? 
Yes, I think he is. 

MAJOK LIPSETT: It will be easier to understand 
it when we have the exact figures, whatever they are? 

Yese 

MRe FRAWLEY: Then I think for the moment 


that is all, Mr. McGrath. 
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THE CH. Tt: AN: | I want to ask something fron 
Mrs kieGrath; CrOvebiy iy 1s no> tor lr. *oGrath, nepar 

think that ig all, Mr. MeGrath. Mr. Frawley, just before 

Dr. brown gocs back into the box may I ask if you are ex-~ 

plo ring the position with regard to other refineries. 

WRe FRAvL EY: Thet has been receiving a 
considerable amount of consideration, mr. Chairman, and I 

an presently conversing with iir. Harvey with respect to the 
Be As plant. I think undoubtedly I will have to take the 
position that we must Know all that we can know about the 
British American plant, the amount of capital invosted, 

what there is there to represent the capital invested and 

as gluch as we can know about their presont operating costs. 

I desire te say that publicly sc that ir. Harvey will know 
and I think he already knows that is my view. There wruld 
appear to be new Gonsidorations arising right aleng why we 
should know about that. For instance we have heard Dr. Brown 
Bay that a plant, he thinks can be erccted to take care of a 
6,000 barrel capacity for 4 tn 4% million in Canada. Well 
it would be very interesting and I think of great assistance 
te the Commission to know what the B- A. Plant hase by way of 
Capacity ard what it has cost them to do that, and also, what 
is of equal importance, to have Dr. Brown's views on that op- 
seals 


THE CHALTNAUAN: That is including the land and 


the storage. 
MWK. FRAWLEY: That is, the 4 te 4% million is 
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tneluding land and storage and te know what the British 
American has now of land and storage and what amount ef 
Capital has gone into that and what they have for their 
capital, what the plant is, what ig had and what it oan 
do. It has become very obvious I think that we must know 


pretty much ell about the British Anerican Plant. 


THH CHALTR: AN: Or any other plant. 
LR» FRAWLEY: That: 2S “BO 
THE CHAIRMAN: Unless the Imperial can be 


selocted as typical. 

MRa FRAWLEY: That is right, that is right, 
well then we have two moro plants. 

THE CHATRUAN: we are asked to say what is the 
fair price for gasoline to the consumer, as I recali. 

Re FRALEY: Yes. 

THE CHALRiuAN: And we cannot do that without 
knowing what is,-not what may he fair for the Imperial to 
produce gasoline,they might produsze it for very much less 


than some other plant or they might produce it for very much 


morc. 
wRe FRAWLEY: Yes I understand. 
THE CHATR: AN: But unless you can say that the 


Imperial is typical of all refinery operations that are ef- 


ficiently and properly conductocd---~ 


he FRAWLEY: YeOB. 

THE CHATRuA N; It must be supplemented by other 
evidence. 

MR se FRAWLEY: Quite BO. 

THE CIHALRMAN: For the sake of discussing this 


point, supposing the British American can produce gasoline for 


a cost of 5 cents loss per barrel---- 
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Mite FRAWLEY: That is important to this 
Coumission in arriving at an answer as to what the fair 
and equitable rofinery cost would bo and then what the fair 
and equitable refinery price would be; then similarly we 


must have to explore the Gas and O11 Products Plant in 


Turner Valley, which is the next, I think, in velume per day, 


because there is a now cracking plant, 2nd then there is the 
Skinuming operavion of i:r. Plotkins, and that is being added 

to by a cracking plant during this coming season. 

THE GHalTRai aN : Then I suppose some witness will 
deal with the whole subject as to whether or not publie ut- 


ility principles should apply. 


wRe FRAWLAY: Yes. 

THE CHATE:.AN;: Or whether they should not. 
mite FRAWLBY ; VOR, tor. my yperta+—— 

TH ChéATKLAN: I an mentioning these things 


now that not only you but all other counsel may have in mind 
what is troubling us and we do not exprospo the slightest 
opinion,fer example, as to whether public utility principles 
should apply or not. we are not price fixing. we are merely 
asked to answer as to what sre fair figures. 

Like FRA WLay: Quite so. 

THE CHATHaAn: And that is all. we shall do but 
we want to know how to approach it either through Dr. Brown 


Or somebody else. 


Mie FRAWLGS: Yos. 

THE CHATR WAN: Anybody who can assist us to that 
end. 

th FRA‘ /LIY: Yes, and I have brought to the 


Commigssicn two men from the United States that are regarded 
as very eminent men, Dr. Brown, frem Ann Arbor, .ichigan and 


Dr. Fry, from the Departwent of the Interior ut Washington and 
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I hope that wr. Nolan will alse, if he thinks that the 


Commission will be assisted,will bring other eminent 


men here to tell the Commission just what you have out- 
lined and how to approach the business. of finding out 


what the fair and equitable cast of refining shsuld be. 
TH CHalRiah : And if Ir. Brown or anyone 
else can, we of course desire that he go behind the re~ 
finery door too. There are questions wnolly woselved ge 
far as we are concerned yet in connection with the prir 
duction of orude oil and ficld prices and so on, which 


have a bearing on tho refined produsts. 


luRe FRAWLEY: Yes I am not unnindful of 
that. 
THE CHalkRs.AN;: I am generalizing now because 


it seems to me we aust pretty soon get down to these really 
basic and troudlesome factors which will have to bo taken in- 

to account before we have to reach a conclusion. 

Re FRAWLEY: Dre Brown is here also,.as it 

is understood, to discuss the value of the Turner Valley crude 
at Regina, which enters into the question of the field price. 
That is quite a separate job and will be done quite differently. 
THS CHALR:.AN: Quite sO- Perhaps I should not 


have interrupted you, iir. Frawley. 


ks FRAWLEY: PUL rigna, Dresibrowis 
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Dr. Ge G- Brown. ~B8947- 

Die Ge Gs BROUN, recalled += 
& BY MR. FR& LLY: Dr. Brown, we interrupted 


your evidence to have iir. MeGre th tell us about deprec- 
ilation. Inthe light of what Mr. McGrath has said, do 

you care to make any further statements, either particular 
or of a generel nature, with regard to this guestion of 
depreciation in a refinery? 

h “ell the Commission has asked a rether pertinent question 
regarding depreciation, and whether or not the public 
utility principle should apply. I do not know whether 
your guestion is broad enough to open up that field for 


discussion or not. 


if THs CHAIRMAN: Heli Lt not, (consicer 20 
enlarged. 
A I hac regarded this investigation up to the present 


at least as being primarily historical. That is we 
were to find out what the situation has been and what 
it is. Now, if we are going to discuss the possibility 
of Looking atiat as aipublic utility, it seems to “me, 
and I am speaking as an engineer and one with some 
experience in appraisal work, that we have either got 
to regard the refining of petroleum as a competitive 
industry in which there is competition, or else that 
the refining of petroleum has become @ public utility 
such as the telephone industry. If it is a public 
utility it would appear that the way to handle it would 
ve togrant a franchise to a company for the refining 
of petroleum, and then that one company would refine 
all the petroleum and supply all of the products 

needed for this territory, and thet the consumers could 


then come to the refinery and buy what they wanted. 
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Dr. Ge Ge Brown. 


In other words, it seems to me you have got to go the 
whole hog and make it a public utility or else regard 
“at as a competitive industry. I might also point out 
that your cost of refining will be quite different, 
perhaps, under those different methods of operating. 

Q TH CHAIRMAN: For example, if it were 
a public utility no one would be concerned, at least 
this Commission would not be concerned with what the 
original cost of an obsolete plant wast 

A That, is rignt. 

C “hether right or wrong about that, you think that is 
Tight. That as a publics utility, if it were a. publics 
utility you would not be concerned with the original 
cost of a plant that may have become obsolescent. I 
say not comerned, you would not be governed by it. 


Lb If you were buying a plant and making it 6 public 


utility. 
& Yes? 
v2) In the Stetes at least they say that must be considered. 
I would say that perhaps it is not the controlling 
factor but it is one of the factors which I believe 
the Courts down there have held must be considered. 
Twould Like “te be clear. It is not for us to decide 


about whether it should be a public utility or whether 
it should not be. But something quite differunt. ‘6 
are asked to say what is the fair price of gasoline, 
amongst other things, and that involves the cost of 
manufacturing, the cost of marketing and so on. All 
the questions we will have to deel with. The cost of 
manufacturing involves the question of what should be 


depreciated on capital investment. quite aside from 


3 -8949- 

Dr. G. G. Brown. 
whether it is to be declared a public utility or not, 
SMrely you can give an answer of whst is a feir price 
for gasoline under all the circumstances we are con- 
cerned with, «hether or not we shculd look at the 
capital cost or look at something quite different, 
namely, the value of an economica 1 and efficient plant 
set up today. pees we snould not do that. But 
ais ae Le ToOmecve a price that we say ia tai, 
to be fair to the refiner and the marketer, and all 
these other bodies of people with whom we have to be 
concerned, then unless all the refineries are functioning 
at the same rate, the same depreciation costs, how 
would you arrive at it, if you took the original cost? 

A let us take the case as it exists, as it feces us 
right here in rega:d to the Imperial Refinery. 

q Yes? 

A Let us assume that there has bcen expended in this 
plant something over .5,000,000.00 in capital assests 
and that those assets are now in use. 

Gi Yes? 

v4) Then it would appear that the actual cost of processing 
one barrel of crude under the conditions as they existed 


during the latter part of 1938 was 45% cents per barrel. 


2 : 


Yes.- Wow then, taking those same conditions and 
supposing the refineries which Mr. Frawley has mentioned, 
any one of them, cost say #2,000,000-00, your figure is 
immediately affected is it not? 

A I was going to go one step further and assume another 
refinery, unnamed. 

Yes‘ 


A Just a hypothetical one. 
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Ge Ge Brow ne 


Yos? 

Puts in a plant, a modern plant and they find that 

they can process five or six thousand barrels a day 

at a cost of say 40 cents instead of 45 cents. 

Yes*t 

In order, however, to reach that cost of S80’ cants a 
barrel they must process and sell 5000 barrels per day. 
Yes 

Snd they have got to get up to that throughput before 
they reach that Coste ltl weney put only (2600 berrelse 
through their cost may be 855 cents instead of the 
Imperial's 46. 

Yes? 

The question then is what some other refinery would be 
able to process crude for and depends again very largely 
upon how much crude he is going to be able to process 
and sell. 

Yes? 

If he can undersell the Imperial operetion and you are 


ina state of competition, it would almost inevitably 


~ f 
ra 5 


follow that the Imperial, in turn, would cut their! (\Q-nNe< 


price to meet it, with the result that both these 


refiners would then be making less money. 

At a greater operating cost? 

At a greater operating cost. 

Yes. There are just some of the difficlties? 

That is right. 

“hen you come to say vhat is a fair price today,or at 
the date discussed, to the public in respect of a 
galion of gasoline? 


Phat is right. 
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Ge Ge Brown. 


How would you approach it? 

TiO Ai lieitel 8 anes 

There are all these factors. It is simple to say 
“ell the Imperiel costs are so much", and "Somebody 
else's costs are so much", with all the variables 

that if somebody else is going to take oil away from 
them than their cost will be more’ 

Yes, and theoretically they should then raise the price 
of gasoline’ 

Yes. 

Phe fair price then would be higher than it would be 
otherwise. 

And if that somebody else who takes it avay has got a 
less capital ieee neat maVvVOLVed ‘ha could do it for 
less even though he has less volume? 

That is possible. As I stated before it seems to me 
that we have to recognize that the industry is either 
competitive or it is not. 

Yes* 

If it is competitive then we have to look at the cost of 
processing crude from the standpoint of competition, 
the way we have been just discussing it the last few 
moments. Gn the other hand if you want to look at 
it as 9 public utility, then we have to look at it 

as a public utility and our analysis is on an entirely 
different basis. 

“ell, Dr. Brown, just to put a supposititious case to 
you, supposing you had to give an opinion in your 
professional capacity...... 

As to how it should be regarded? 


No, as to what would be a fair orice to the public 
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or, GCaeiG., Brown. 

per gallon for gasoline, how would you annroach it? 
& . pL would start to analyze the situztion on the basis 
cote sound Giana F find it, here, Ab is .a competitive 
industry with, wel, three or four refineries, »roducing 
the products desired from the crude oil. Then the. 
lowest cost refiner would be the one which should set 


Osman: one 


the price in a competitive industry. It would seem 
j ate TN RD a at ac bj 


{ ea 


to ey tet ahe beat way to do it would ve tha to 
analyze the operations of all of the refiners who are 
marketing in the territory and figure out what is the 
TOWLE COcty Or theyretinine of crude oil. ‘In’ other 
words, what is the cost to the lowest cost refiner. 
and thet should the set the price on the or inciple {| 
Of free, commezition,. 
Q Ard if you were concerned with wet in. a Local 


situation, would you be concerned to ascertain what 


the lowest cost refiner wes doing in that locality? 


<I 


A Pee GS COrrec i. 
PRA LEY: How about volume? 
A Tie t 2S “One OL pe Poctors'. 
Q 2687 
A The assumption would be in free competition...... 
Q Would you take the Plotkins', th: Lion Refinery. 


vheb, 16.422 ehallest of the four we heve been talking 
aboug. (ne Imocrial.,, the B.a., the Mayland and Tie 
Lion. I am just bothered about that. You could not 
take a plant that was too small, a four hundred or 


a five hundred barrel a day plant, could you? 


A The small plant will not be the low cost plant. | 
Q No, he would not be this man which is ths lowest 


cost refiner? 
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pes Gi Gs Browns 
A No. 
Q, He might be. 
THE CHATRMAN: He could not be on the 


Doctor's theory as I understand it, because the one 
with the great volume will be lowering its cost. 


WR, PRAULEY: We first find which of 


xe) 


the four is the lowest cost refiner, is thaw what I 
understand you to say? 

A Yes. 

Q Suprose we found Mr. Plotkins with just his 400 or 500 
barrel a day plant was the lowest? 

A Make thet supposition. 


That would not still advance your problem or that 


QO 


would not help? 

A Let us make the supposition that Plotkins had a 
refinery - whieh I think is still a suoposition and 
contrary to faet - and if he was able to »vroduce the 
products required from that, and that he was the low 
cost producer. 

@ Yes? 

A Then he would set the price for the gasoline and the 
other products in this territory, because he could 
make a profit and sell it at these prices, which is 
a fair price. Then if the other people could mt 
meet that price and still stay in business, he will 
enlarge his plant and he will continue to process 
the crude at no increase in cost, and still be able 
to make a profit and supzly the entire market. That 
is the theory or the way an engineer looks at it. 


at least that is the principle of free competition. 
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eee Ges, BrOWN, 
oy Te GET has That oresupposes,. I 
Supposs, Doctor, not onky free competition but actual 
competition? 
A thet 2S rLent. 
fi 26ople may be free to compete and yet not com»: te? 


Q 0d St On ercineer were dsked to give an opiniones 

to wht a Tair =rice would be would he go behind the 

actual situation of the orice that was being chargeé? 

A Right. 

e Tort ete belie, Chere: ov tires? 

A Yes. 

Q) You would have to go back and find the cost and 
estimate what the fair return would be to that low 
Cost Tojucer, enGytures would ve the Parr origces Novy 
he mignt De setting an exorvitant price and ns might 
be glad to follow sosebody whc was getting an ¢exorodi tent 
orice, and not chanze that in the least even though 
ne’ could. 

A Yes, he mieht be under a broad umbrella there, and 

meking a big vrofit. 


4 There must be exnloration behind that to answer the 


question? 


A eae! TOU Heve Goro back TO. the COs. 

Q we MOAN: IT wonder if I might ask 
the Doctor a duestion” 

ir, ‘CMA LAMAN : Certainly. 

Q Po MCL AD: Dr, Brown, can you compare 


the cost of a plant known as a skimming plant and another 


plant tht conducts the whole refinery orocess? 


A You could make a com rison between the cost, but they are 


CL 


Ge, OL. (Browm ~8955- 


doing different jobs. They are “oing different things, 
so that a comp.risoc really rie OE NO) Wold by sat 
other words, i think when I answered this cuestion »dut 
to me by Mir.Yrawley, thet if flotkins hed a refinery 
and if he were able Go SsuD oly the products desired by 
this community from ths crude, then such and such would 
be true. Fo do not believe that situation exists. 
Ioweas a little fearful that the Commission might have 
the idea that you could take what we have got here in 
this Province, four or five plants that there are, 

and take the Lowest oost thet exists in those actual 
plants? 

FOr -rodvoing all rot ine sroducts required sy this 
territory. 

5ut when they do not =roduce all the products, does not 
thet ereate a difficulty: 


hen we eliminate them. 


ae) 


MR. PRAWGLSY: 
They are eliminated. They canxot do the job. 

Nobody pretends Mr. Plotkins can produce anything but 
third strueture gasoline at the moment. As I understand 


you that does not,with the rest,answer the Chaiman's 


question, 
ee Cy Ricks Why should not Dr. Brown! S) 
é 


; : fs ine \ 
treery aooly to third structure gasoline, if+he 18 mb 1% 


making anythine else? If he is not suovlying anything f 
else’ 

DR PRAM DAY? What do you say about tht? 
“e@ will assume he is making third structure gasoline in 
reasonably leres quantities. How about that*® Doss he 
Pie in any wey’ 


Let us suppose Plotkins! one plant which is capable of 
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meking only third grade gagsline. 

Q Yes. 

A And nothing else? 

ie Yes, that is the fect? 

A He is unable to supply this territory with its 
requirements. 


Yes, that is right? 


iy 


1A He might, because of conditions of free and open 


ERA eat 
Octo 
Screener 
Taare pcs 


competition sell his third grace gasoline st a 

Low. prace, which, in turn, will cause the other producers 
to reduce their price for that same product to equal 
his. Then he is faced with the difficulty of getting 
rid of the residue from his skimming or topping 

plant. This territery has a limited requirement for 
that residue, and unless one of the other plants is 
kind-hearted enough to take that residue off his hands, 
he will soon fill his tanks full of this residue and 
phen go.out of thenj cture. Then the people who can 
Supply the products required by the industry will again 
be in competition with each other and thet particular 
That has been repeated time after fame over @ll parts 
of the United States. It is a matter of history. In 
vuthe: words, I have seen that same operation in my 
State in the past five or six yeers repeated many 
times. It is a marginal producer of @ particular 
produet who can exist only so long as the other 
companies holé an umbrella over him, and give him the 
protection that he needs to market his products. 

As son as he stands on his om two feet, unless he 


is able to supply all the products required by the 
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territory he is serving, he goes out of the picture. 


BS 


Because, one way or the other, out completely or into 
complete operation? 
y.) Uniess the othsr refineries hold an umbrella over his 


os-n operations. 


G Then he could continue with this one part of the market? 
A Yes, as long as they are kind-hearted enough to take 


the other products away from him, or hold an umbrella 


over that operation. 


© He either goes out or he goes intc the cracking opera- 
tion and endeavours to supply all the products? 
TH! CHAIRMAN: Unless as the witness 
says he can get those taken awey from him. 
A But he is purely a marginal producer which cannot 
Supply the products, the requirements of the territory. 
G MR. FRSA ISY: Vhen he is only making 
one thing? 
A Yes. 
a te are tack then to finding the lowest cost refiner © 
___in the territory, and examining his operation, aoe 


he must be a person - well let us talk plainly about 
the British American Oil Company. They have certainly, 


as far as the market is concerned, considerably less 


daily throughout would be somewh: t less, although 
their capacity may be up to the capacity of the 
imperial O112.. Doe you think it is of value for us Loy 
endeavour to find the cost of the British Americar ( 
Oil Company, to find the refinery cost*® You know 


something sbout the plant only having been built 


| of the market than the Imperial, so presumably their 
| 

i 

: 

| and so on? 
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yy It is not yet really on stream. 
© “hat do you say about that? 
4 Vell if the proposition were put up to me to determine 


what is the equiteble price for gasoline and the other 
products as produced from the refinery in this territory 
at this time, I should proceed to get the information 

as to the cost of production from all of the refineries 
who are supplying thess materials as this time, and set 
up a fair return on their investment, their operations, 
and an, that thet is a feir price as it should be 
determined by competition, as Pere mined by the Low 

cost proaucer. 


Of course, let us be practical nom.. Dealing with what 


&Y 


we have at the moment. ‘e have four, I think we can 
continue to talk about, the Lion sefining or Mr. 
Plotkins, and is not able to supply the market? 

A That in my estimation would not be ccnsidered. 

C. Mi. Mayland of the Gas & Oil Products Limited in Turner 
Valley is not able to supply the market. 8 KNOW as 
a fact he is purchasing his first and second structure 
requirements through another refinery: 

A He would he of no use in this consideration. 


“se have been told he is now actually constructing a 


om 


cracking unit. You say he is not in the picture? 

A If he is not in a position to supply all the products 
required he cannot be a determining factor in this 
oe 

@ That eliminates the Lion and the Mayland. Then we have 


two left. 


Nac ae SS 


THS CHAIRMAN: You say he is constructing 


ob 


a cracking plant? 


*, 
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Bs Paci § Yes. I put) it: to the 
witness he is constructing - when I say he is ceonstruc- 
ting a cracking unit. do you understend that to mean... 
TH: CHAIRMEN: Does that bring him into 


the picture. 


i) 
ee, 


oe PRA LST: Does that bring him in 
or is it the intention at leest to bring him into the 
cpmplete picture? 

4 Bs S00! G8 "oe 25. in es position of supplying the reignuivre= 
ments of the comunity as to the various products so 
thet you could get tne cost figure on his operations, 
buen Of Course he shoula be considered. 

C iven though at the moment he hes only a small part of 
the totel gallonage, that vould not throt him out: 

b No. 


Ss soon as he is in the picture and ready to supply 


ce) 


all kinds of products from ithyl to the lowest mator 


fuel? 


something like that - but just the same if he 1s 
supplying only one product like third grade gasoline \, 
from a skimzing plant, I Know. from experience that is 
not a real factor in determining whet is a fair price 


for gasOline. 


~“ 


I want the benefit of your view, of vhet further 


539) 


exploratiion ve have to meke. 4t the moment we can 
elimin: te those two plants. «.e do not kno, and I 
have no knowled.¢ as to when - I am told some time 


in August the Mavlend Plant cracking unit may be in 
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operation. 

I do not know. Maybe that should ree:ive some 
consideretion.» I do not knov from whet you say 
how capable that plant will be to supply the products. 
THs CHAIRMAN: Tam not at all Sure 
that it can be eliminated so long as it can come in, 
even though it is not now in opere tion. Because 
ultimately, to provide us with an estimate of value 

it would appear to me at the moment that Ur. Brown 
has got to consider all of these operations and 


their effect if these other plants come in cn the 


throughput that the particular refineries left wil | 
have. Take the Imperiesl for exsmple. If it is 
established by competent evidence that there will be 

a plant ie through by the Mayland interests in August 
Tn fud operation, and it will in any sense reduce 

the throughput of the Imperial, then surely the 
Imperial is going to have a higher refining cost 
because of that. 

iat RA a Yt | Let me put it concretely 
to you, if I my. The Mayland interests now sell a 
certain amount of Trirst and second structure gasoline 
which they buy from the Imperial tefinery. Now Let 
us take that out. Let us push that back on the 
Imperial kefinery and substitute some gallonage 

that Mr. Meyland will be making himself? 

‘hen and as and if this Mayland Refinery is able to 
produce a spits naan stendard grade of gasoline, 
third grade gasoline snd one or tro of the burning 


olls, they then would certainly Would have to be con- 


Sidered. 
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G, speaking about the decreased volume of throughput 
to the Imperial. He is now buying his first and 
second structure gasolines from the Imperial. I am 
only telking now about gallonaze. He will presumably 
replace that at once with his own manufactured product? 

4 Onty if he is able to produce that product. As soon 
as he is able to produce such a product he must be 
considered. 

“ I am assuming that is what the cracking plant is going 
down there for, is it not, so thet he can meke standard 
gasoline? 

4 I imagine so, I do not Know. 

os That would affect the throughput of the Imperial would 
it not? 

4 Yes. 

C THS CHAIRMAN: Dr. Brown, I can quite 


understand how the witness wants to speak about today, 
and after all we are only asked to make recommendations 
with regard tio the present? 

4 Up to date. 

i Yes. But we must not lose sight, after all we have to 

be realists in some sense, and I suppose we are not 

asked to make recommendations that will only iast 

for the afternocn and be of value for the afternoon. 

If it is established definitely that a plant will be, 


or that another refinery will be in operation in a 


oc aaa 


| month, I think it should be taken into account by 

| the witness. I feel this way, that all this piece- 
meel must, of course, be before us, but ultimately 
Somebody like Dr. Brown, I shouid think, will have 


to survey all these things and say "I am competent 
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to speak and give an opinicn, and I offer to this 
Commission not whet is in Sxhibit "310" but what 
should be a fair price for gasoline, or whatever 

he has considered." Teese ce eteus are merely | | 
steps by which he arrives at thet final con3lusion. |/' 
MR. FRA LY: That is my coneeption 
of whet) Dre Brown iis going to do. 

TH? CHSIRMAN: | 411 these refineries 
have to be Consicered, not) just the Imperial oiceture. 
The whole subject of capital costs, operating costs 
and everything enters into it. And if you heve a 
witness who is capable of dealing with all of these 
factors and then offering 4n opinion, it would be of 
very great help to uss Unless somebody does, we will 
net be making any answers. 


Ma ORE LY ¢ “e are stating to the 


g> 


Commission of @ plant going into operetion in August. 
Do you feel competent, if you went to the Mayland 
Plant and discussed the whole situation with the 
refinery superintendent, what he is building, first 
what the plant is physically and how much it is 
costing and what his throughput is or he expects it to be 
snd what share of the market he now has, and whether 
he intends to supply that share of the market with 
standard and #thyl g3solines from that plant rather 
then purchasing it from the Imperial. Could you 

come to the Commission witn a reasonably accurate 
estimate of what his refining cost will be, say on 

the lst of September or the 15th of September, or 
Something of that sort? | 


A Assuming all other conditions are as they are new. 
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Q @ have what we have now added to vhat you mey learn 


by inspecting his plant? 
4 In other words, I could form an opinion as to what his 1 
cost would be right nov if his plant were ix operation? || 
Q Phat is it exactly: ‘| 
A I do not know what is going to Papper to the price of 
erude between now and Christmas. 
t. No, that is true. But thet much you can do? 


4 Yes 


>»y 


Could you do that same if you went to the British 


American plant‘ 


b I think so. 

G And to the Lion plant, which is also building a cracking 
ple nt? 

4 1am afreid I could not do mech with the Lion. I do |/ 


not know. 

MR. NOLAN; Then that opinion as to 
the Mayland operation would be reflected in turn upon 
the “coat vot the refining Ol tne other relineries? 
THS CHOSIRMAL: quite. 

Mz. KOLAN: It would @11 have to be 
interwoven. 

THE CHAIRMAN: Yes, in my view, and I 
would Like the benefit of your viev about it, it is 
a matter of how we appreach these problems that are 
coming to uS. ‘ve have to consider all of these 


, | 
factors in arriving at some answer that we must give i 


with respect to these things. | 
Mi. NOLAN: This whole discussion 
at the moment has been prediceted upon the assumption 


that this Commission should recommend a price. 
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THs CHS IRMAY: Mr. bolan, that has 

come up before. 3:e do not think we have any statutory 
duty, nor any duty imposed upon us by this Commission, 
which will require us to recommend price fixing, 

which has been the subject of some comment. Now, 
whether we do or we do not, we will not say in 

advance what ve may do, but at the moment I em not taking 
very seriously any talk about price fixing so far as 
this body is concerned. Nor dove find anything in 
make any such recommendation. I do not say it would 
be incompetent to us to make it. 

Mir. NOLAN: ae) but whet the Commission 
says is that you be asked to recommend what the fair 
and equitable price should be. That is all. And 
that is the beginning and end ss I understand it, of 
the duty of this Commission. But there is in evidence 
before this Commission this petroleum products price 
fixing legislation. 

TH: CH&IRMAN: Yes, you brought that to 
Clr notice.) PP had noteseen it before. Therefore, 1% 
ts not of eny veight with us, Mr. Nolan, because it is 
nob Girectedto us. 

Mie SOLAN One of the bases of this 
Png wi Wei. cis 

TH GHATRMAN: The Minister has been 
given certain power, I gather, froma cursory reading 
Of TES) Toure oriee's . 

Mx. NOLAN: Perhaps this witness in 
due e@ourse will tell us what he thinks about the 


propricscty of price Tixing. 
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th ate EU dee Vee I wes wondering what 


my friend was getting at. That is a totally different 
matter. 

THE CHALRLAW: LT think thet 1S ao very 
apt remark of ycurs. 1 think, perheps, this witness - 
and we will be glad to heer him if he feels competent 
to speak about that. Certeinly. I wendo not just 
assume in the very slightest degree we have adopted 
some view thet ve should be fixing prices, or as yet 
recommending to anyone else that they do. I do not 


know what legislation, having been actually pascsed.... 


hice NOLAN: At the last session. 
Whe FRs' LY: My friend should not 


be nervous at all. 

THA CHAIRMAN: At any rate to leave 
that, what I would like - and this witness seems to 
he competent to do it, - whst strikes me is and no 
doubt there may be many other witnesses who ars too, 
to take the whole picture and say “My professional 
attainments and my experience ere such that I am 
able to say to a client that you should not in that : 
territory be paying more or less than so mee Tora 
gallon of gasoline, or distillate or Vhatever we | 
are talking about. I say this witness appe-rs to 

be @ man competent to do that, in the light of his 
training end experience. If he is, he must take 
into account every single factor that would lead him 
to the opinion thet he would be able to give or thet 
he did give. Nov, Dr. Brown, are you sueh a person? 
I have had occasion to do things of that kind for | 


different bodies in the Stetes, end I believe that I 
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could do that in a satisfactory tanner, prdévided the 
information is forthcoming anc thet I have time to 
digest the facts. 

TH SHA TASMAN: _ w@ ars asked to give 
certain opinions. Now then, if ve are competent to 
do that in our turn it must be because we have had 
competent witnesses before us who have guided us in 


respect to professional matters. 


ines PRALSY G@Uuite so. 
THE CHAIRMAN: 4nd if this witness is 


able then, it is the business of this Commission, I 
think through its Counsel, to see that the material 
that he requires upon which to found his optnion is 
made available to him, wherever that may lead him. 
Mite FRAWLUY: Iam very glad to have 
Your Lordship's observation in that respect, and I 


think thet will assist ue greatly. 


(At this stage the Hearing vas adjourned until 2 P.M.) 
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SUNINETION OF DR. BROWN COvTINUTD BY LR. FRUVLSY 


ee ere ne ne ee tens ae on oa nae aw. <a NN hee acm 


Q MR. PRAWLSY: Dr. Brown, now perhars 
there was some misunderstanding; when you went on 
this morning it was in my mind that you would take 
these exhibits which Mr. McGrath »sut in and just, 
it was in my mind to have either you or iir. McGrath 
review them, but you are on the stand and I thought 
you might just run over these ixhibits and make them 
combletely understandable to the Commission so that, 
in the record,so that when they begin to examine the 
evidence they will have ,not only the ixhibit in front 
of them but a detailed exolanation in the evidence, 
MmMiine TeCcord "as CO wheat they all: mean, so if you 
woulé be good enough to do that ......, 

A Iewill ao what I can on that, if Mr. McGrath will 
follow me. 

QQ ir. MeGrath, hir. Nolan and his Other associates can 
attend and correct as you so along in your answer. 

A I am not sure that 1 have all the *xhibits but f 

believe the last numbered one which deals with the 

reriver; operation syste", “' S00" \refers to marketing 

Gost and "301° refers to marketing costs, I do not 


believe you Wish me to exnlain those. 


Q No, that is right, "3500" and "301" go out then. 
A Now "302" is the svecifications of the sroducts as to 


the gasolines and casing head and tractor distillates 


ana Inojerial na»vhtha. 


8) Marketed out of the Calgary refinery? 
A Marketed from the Calgary refinery. 


wiJO2 LIESETT: Those three, lir. Frawley, 
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are corfincd to the Province of Alberta, they do not 
refer to the whole refining, do they? 

MR. PRAITLEY? The specifications of 
the products, these are purely srecifications, Mr, Comm- 
issioner. Just what the “roduct is and that is all, 
purely svecifications, what the Octane is, what the 
eTavity Vs, end so on, it is just a statenent, it is 
Just a@ slece of informetion. Mir. MeGrath put it in 

at that stage because he had been asked to file it. 
MAJOR LIPSETT: achopad "SOL is 
marketing costs? 

Rs FRAWLEY: Yes, but we are dealing 
Wit, TXnLOrt "S02" ¢ 

THe CHAIRMAN: You are starting with 
Which one. 

A "202" and "S03" are really the same thing, they are 
product specifications from the Calgary refinery. Now 
T understand that these are svecifications which are met 
by all of the »roducts sold as Imperial products and 
therefore there is a range siven, in other words we find 
a distillation range and octane range and so on, so that 
the actual material marketed from the refirery will 
5ossibly vary within the narrow limits stated in these 
snecifications. T’think there is nothing’ more to reaily 


ay about this excert that. 


Q ‘hy is there no A.P.I. gravity given for standard gasoline 
for instance On “Tthyl gasoline and even third structure 
Acto gasoline? 

A Well grevity is no longer a svecification on which gasoline 


is surchased or sold; in the old deys of course ereavity 


used to be thse whole thing. 
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i Bee. 

Now it is nctsne number and distillation, along with 
otvhervspecificetions such 4s sul»nhur end corrosion and , 
doctor, just such as those. jap 


as 
pn 


“7 tmhibit "304" is a 
detciled analysis of the inanufacturins costs for the 

year 1958 at the Calgary refinery. Now I might point 

Bit Chere, that Some\or these items will remain practic= 
ally constant regardless of the amount of crude which is 
refined. The salaries,I should imagine, renresent 

the permanent staff end would be absolutely eonstant 
regardless of how much crude is »rocessed at the refinery. 
The items in the red ink indicate credit to the excendit- 
ures for Salaries which are allccated to ths other Depart- 
ments. The first column in red shows the exsenditures 
for salaries which are credited against the total exrend- 
itures because they are allocated to the tank car desart- 
ment and the second column in red similarly,credits 


agcinst salaries which are proverly chargeable to the 


crude oil shipvins expense, as the handling of the crude 


oil is not, the handling of the crude oil which is sold 

ie really Hot Mort ‘or the funetion of the “refining 
operation but again I imagine that those figures would 
2robably change denendinge upon the proportionate eimnount 

of crude which is run in the refinery to the proportionate 
amount “Which is°sold, so that the figure SOTTO TORUL 
representins manufacturing costs, salaries, might change 
within narrow limites, dependine upon whetner or not the 
erude which is broucht into the refinery and sold from 


the refinery remains constant. JF hope you will stop me if 
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Y am misinterpreting this. 

You are avout to Llezve that item then? 

PTHOveIG 0 shoudd. 

Let me ask you something, one of the thines which the 
Commission is exsectsd to incuire into is, as exsressed 
in our agenda or our »rogremme under the heading of 
refining, whether with regard to cazitel investment, 
depreciation, Operating cost or any other cost , any 
expenditure isincurred or charge is mide which is either 
wholly or pirtilally unncecssary or is not essential 


Or is not in the sublic interest; and I-~merely ask 


=. 
~, 


you now in looking at this item of $87,973.92 as an 
expense, whether or not. there is ‘anything whé¢h would 
warrent the Commission in inguiring into the »ropriety 

of any of these exnenditures or on the other hand do 

you look at them, are you looking at them and ®re you 
satisfied with them without any further detailed analysis 
of then’? 

F am inclined to accent those es being representative of 

a reasonable expenditure for suservision and general office 
overhead. 4s I mentioned early this morning, in the Status 
On &@ olant »orocessing 5000 barrels we ~robably would not 
employ -in-ihe refinery as meny as five eneineers. ‘Te 
might have a few, a smaller numoer of men drawing those 
salaries and FT indicated that there were reasons for 

thet, due to the fact that in the Ctates many of the 
refinery overations are adjacent to or in the vicinity 

of very large industrial centres where they can get 

the engineering advice and svecial services and so on, 
where verhans a refinery at Calgury has to maintain their 


staff for that nursose and I believe that the differecc in 
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conditions between these largs industrial centres in 
the States and Calgary will substantially justify, or 
Will justify substenticlly all of thet éxiendi ture: 
That handicay which you m=ntioned this morning is 
retlectsd there in the fact that they have this 


reater number o.erhaps, of men, seven mechanical 


go 


foremen for instance, would that be an item which 
would be exolained by this lack of beine adjacent to 


a large industriel centre? 


Os 
ar 
wa 
vo) 


Mhey might be in oart exnlained by that an 
ie WeLPove tits 2S an old slant, 1t is not desizened as 
e cOurect unit end therefore, the meintenance of it 
may ve a Little more expensive and they may recuire 
a few more men to supervise the maintenence of the 


airilerent units, than would’ otherwise be the dase’. 


ves < 
met is / 2 situation that exists and has to be met. | 


here and it may not be the time 


c+ 


That is the situation 
to consider what I am now <oing to sugsest but if that 
be a fact that more men ars reouired because it is not 
so compact @ unit, or whatever word you used a soment 
azo, is it possible that that is something which the 
Commission should write out by virtue, write out of 
the cost, by virtue of the direction which they 
have to ascertain whether or not there is any exvend= 
iture incurred in the o-erating cost which is either 
wholly or »artially unnecessary or is not essential 
OPunoteinwibe cublic) interest? 
That could be, some of that mivht be written out if 


they were considering comoering this vlant with a new 
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modern plant to be built at the present time but at 

the seme time Iishould point out that in 4. new modern 
plant it might recuire fewer men in the snecialized 
mechenicel end .and the. technical. staff, but on the other 
hand would »robably have an aporeciably higher canital 
cost because of the use of special alloy steel and 
special fittinss and so the devreciation would »1robably 
be larger and it is my exyerience in comparing plants 

of this type, which represent a type of construction of 
about say 15 years ago, with the modern plants, that 


usually a careful study indicetes that the actual 


operating exsenses of ths old plant, are not significantly 


higher than that,of: the,modern »lant. If you were build- 


ing a plant at this time it means you woulé build to a 
modern design but having an old plant in any operating 


COndULAOn, Where: it wsoin large part depreciatedy iso; that 


it has a value on the books of something like $2,800,000.00 


where a new plant would have a velue of perhans four or 


four and a half million dollars, that the increased canital 


investizent in the new plant will compensate for the 
inereased operating exyvenses necessary to maintain the 
older plant. Now based on my exnerience where I found 
that to be almost always the cease, I again say that I 
think these figures for these salaries are proper, due to 
the conditions that exist in this refinery and in this 
minpivoembtis country. 

Now we have not got to the other question then, supposing 
for instance you went into the B. A. plant and found vhat 


their comparable item was less’ 


Yes. 
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Q Then in the end you would, when you make your further 


eS 
Cc~ 


submission to the Board, you will take that into account 
as against this figure here? 

Yes. 

Sut at the moment you are simply saying that you think 
the expenditures which they show incurred in that plant 
are reasonable and proper? 


1 | 
For the conditions as they,exist.. || 


J A 


4 


Yes, all right? 
And under wages again, it-seems that there are a large 
number of men employed for the through-out; I believe 


that indicates that probably about 200 men here are in 


that refinery, while a modern slant, putting through the same 


amount of crude in the States would »srobably in some eases 


operate in a satisfactory manner with perhéeps half that 
crew, that would be nerhaps a sinall number; again that 
plant has a larger cavital investment and I belicvethat 
on the whole, considering conditions as they exist here 
in Calgary and in this plant, that that is, without 
doubt, a fair pay roll for wages. Tt may be possible 
if they were, if the Imperial were against really stiff 
competition and they had to curtail, they might find it 
possible to get along vith fewer men, they might even 
find it 20ssible to operate with lower wage scales, if 
they could get elone without Labor troubles,but all of 
those things are unpleasant conditions to meet and if 
you overwork the men and undervay them, you are always 


facing trouble, so on the whole again I feel that those 


figures are probably fair and just, when all of the factors 


cence TANT stan enti tbsil 


ama 


are considered and the conditions as they now exist. 
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Quite. 

Those two items together, salaries and wages, would 
orobably remain substantially the same regardless of 
the amount of crude put through that refinery within 
limits, that is to say if they processed their €,000 
barrels a day or 6000 barrels a day, I believe that 
those two items would remain practically the same. 
There might be = slight decrease in the employment of 
unskilied Vabor but 1% would not be significant so that 
those items are more or less fixed for this refinery 
when operating within the limits of verhaps four to 

six thousand barrels a day. 

Yes? 

The Mext (ca, sens10ns, OL course Ls fixed anyway. 
That would be a constant emount regardless of the 
through-out. Now under the item, I might also say 
that these items on #xhibit "304" are detailed break- 
downs of Schedule 3 of Gxhibit “*230", 

Yes. 

4nd that the totals shown on fxhibit “S04" are the same 
as those shown on Schedule 3, after making the proper 
allowance for the allocation of salcries, wages and 
material, to the tank cer department and to the crude 
Shipping expenses. 

Yes? 

Now as to the repairs, material and supplies, there again 
there is a figure which perhaps misht be larger or might 
be smaller devending upon the type of plant which is 
installed and whether or not it is operating to maximum 


capacity or operating under different conditions, but 
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that figure again will remain substantially constant 
regardless of the amount of crude put through the 
nlant insofar as the revair material and supplies are 
concerned. You will notice that the repair material 
and supplies shows $134,476.00, I am leavins off the 
cents, to which is added chemioals of $47,358.03 and 
the two of those items together make up the total 
under materials on Schedule 3. 
Yes? 

A Now the chemicals would in turn, of course, be more 
or less proportionate to the amount of crude run and 
the repairs would probably be somewhat decreased; 
those figures seem reasonable considering the vlant. 
It is an old plant and considering the fact that they 
are really crowding that plant, »utting through about 
as much crude as it can handle. 

The other expenses 

have here been set forth in detail and I believe that 
those would have to be explained wnerhaps by Mr. McGrath 
because they represent certain veculiarities in the set- 
up of the Imperial Oil Company vita which I would not be 
particularly familiar. 
MR. FRAWLEY: I wonder if I might stop 
you there. If you see no objection, Mr. Chairman, 
Mr. McGrath might, from where he stands, just deal with 
that one item and then Dr. Brown can proceed. That 
would seem to be the easiest way, rather than calling 
Mr. McGrath. 
TH CHATR AN: All right. 

Q (MR. FRAWLEY TO MR. MCGR/TH) Mr. MeGrath, you did give 


us a breakdown of the item, other expense, in ixhibit 304, 
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HO5,101,98, your Exhibit “304” in the costs was the 
breakdown of that? 

A YC 
some of them are obvious? 

£ Yes, the first is Workmen's Compensation rremiums, 
$8,799.70, that was what was paid to the Workmun's 
sapped sat isn board and the Group Insurance Premium 
$1,821.32, I cannot say right off hand what that 
item is. 

It is an insurance expense?’ 
Yes, that is right. 

@ They probably have a group insurance policy? 

Yes, and death benefits$1,774.80 and Coutts | 
Refinery $3,593.C0. 

G What is that? 

A That is the watchman at the Coutts vlant, because 
that is shut down and they have the equinment down 
there and they had stocks at the Coutts plant. 

Q Oh, Calgary stocks you might say? 

b, Yes. 

Q At the Coutts plant? 

A Yes. 

Q So it is charged against Calgary? 

: 


That is right. 
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A Engineering Department expense at Sarnia. We ey a 
general Engineering Department there, and that is Calgary's 
share of that expense, 

Q Now you are coming to the other item of the same kind? 

ua fechnical and Research Expenses Surnia.And that is our 
Technical Research Division, and that is the portion that 
is chargeable to the Calgary refinery. Each refinery 
bears a portion of the expense. 

Q Is that the same kind of an expense as the item "Engineering 
Development" in Schedule 2 of $10,507.00? 
Engineering Development generally deals with new equipment. 
The engineering. at Sarnia is just a general engineering 
department within the Company and deals with changes in 
plant rather than new equipment. 

Q It is an allocated expense, just like the item Administration 
and General Expense? 

A That ic right. 

Q That-is, it is under various classifications? 

A Yes. | 
Do I understand that you allocate against the Calgary 
refinery Some Of the salaries paid to the technicians 
in the Sarnia refinery? 

A In the General ingineering Department. 
Whieh is located in Sarnia? 

A Yes. The General Engineering Department of the Company 


and the same with Technical Research. That is the same thing. 
Now contract labor expense is some work that has been 
contracted, $18,897.98. = do not know what that would be. 


It probably is dismmntling the plant or changes in the plant. 


Telephone, telegraph, and travelling are self-explanatory. 
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Yes; thank you very much, Mr. McGrath. 

aay DR. G. G. BRUWN, recalled: 
MR. FRALEY: In the light of Mr. McGrath's informetion, 
particularly looking at the items which originated in 
the Sarnia refinery and then the further itemeiscccee 
well, you have not come to that though. Just dealing 
with what nas been broken down by Mr. MeGrath just now, 
what are your observations? 
The items referring to Sarnia, as I interpret them, 
they are a charge against the Engineering Development 
and Technical Research which is conducted at Sarnia 
for the Company, in which all of their refineries share. 
MR. MCGRATH: fThat.is correct. 
In other words, you might say that is an expense item 
in order to keep the Company up to tebe ay their processes 
and their methods of treating crudes. It is the practice 
in the States to frequently employ a research company to 
do that. For instance , I am associated with the Universal 
Oil Products Company, which builds plants and charges a 
royalty far the operation of these plants, which royalty 
is spent in research and development. It happens now 
that that charge amounts to about 10¢ a barrel on the 
amount of crude oil sent to the cracking unit. MThis 
figure would correspond approximately to 10¢ a barrel 
for each barrel of crude run through the stills in the 
Sarnia refinery. So that this is in many ways comparable 
to what a small refinery, or @ small independent refiner, 
might pay as a royalty in order to ensure his getting 
the benefit of all modern developments. It seems to me 
that might be regarded as comparable to that. 


It is a proper charge, then? 
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A I think it isa very proper charge under these conditions, 


because I understand the Imperial does not operate any 
licensed processing. They are all processes which are 
free for your own use or owned by yourselves. Fuel. 
Still gas. Refinery production represents the value 
placed on the gas produced in their cracking operations 
and used as fuel. In other words, it is gas which is 
the product from the petroleum and has a value and might 
be sold as fuel. But it is consumed within the refinery 
and therefore is a proper charge to operating costs 
providing that it has been duly credited to the operations 
in the production of the materials from erude, ani T 
understand that it has been so included. 

The next item, waturak eas. 
represents just as it says, some outside gas which has 
been purchased and used as fuel in the operation of the 
refinery. And also the $95,000.00 to Royalite, purchase 
of gas. 

A) May I stop you there, please, Dr. Brown, and ask Mr. McGrath 
if he can tell us why some of th gas is purchased from the 
gas company and some from your own company? 

MR. MCGRATH: (Recalled) You asked me, Mr. Frawley, 
how the invoices were made out, and I state that is the 
way the invoices were made out. It was part made out to 


the Canadian VYestern Natural Gas Company, and part to the 


Royalite. 
a1 Do you know whether you paid the same price to each company? 
A There is ae per thousand. 
Q So much an Natural Gas Company? 
A Yes, and so much to the Royalite. 
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a) Do you pay 9¢ to the Royalite, too? Well, perhaps I 
should not be bothering you, but I wonder if we should 
not have some schedule showing how these were mado up 
and the prices they are made up on. One may be unscrubbed 
and the othe. scrubbed? 

A It is the same gas entirely. But I think part of the 
payment is made to the Gas Company and part to the 
Royalite Company. 

Q In other words, you are purchasing the sere terial 
from the Gas Company and some from the Royalite? 

A It must be. 

THE CiiATRMAN: It may be the same per 
cGubie foot? 

A Yes. 

q MR. FRAWLEY: That is, you think you are paying the same 
per cubic fook? 

A We pay 9¢ a cubic foot for the gas. That 9¢ is divided 
between the Canadian Vestern Natural Gas Company and the 
Royalite Company. 

Q THE CHAIRMAN: Do you know what the Canadian Western 


Natural Gas Company is getting? 


A 27,000.00 and the Royalite 395,000.00. 
MR. FRAWLEY: I wonder, is there any transportation 
Piece re ? 

A I will find out for you definitely what it is. 

Q If these were broken down, we might find that you 


were paying one price to the Gas Company and one to 


the Royalite? 
MR. MCGRATH: Does the Gas Company 


transport the gas? 
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Yes, they do. They have their own Beeaden pipe-line. 
That probably covers transportation and the other covers 
the price of the gas. 
MR. FRALEY: That may be just simply | 
a transportation charge to the Gas Company and for cnet 
product itself to the Royalite. | 
it looks as, though it is divided 2)to 7. 
However, you will explain that to us. 

DiC. Gs. BRON recalled: 
MR sy FRANLYs.. Them, Drs Brown? 
This item "Fuel" is another item whieh would vary about 
proportionately to the amount of crude being run by the 
refinery, and the same statement will also apply to the next 
item, “Electric Power, City of Calgary". The more crude 
Deine run, the more power, will, be consumed. The last item, 
"Engineering Development", is something with which I am not 
Ssoedificallytamiliar.,,,2t imagine it isthe engineering 
development at Calgary. 
MR. MCGRATH: No,.dt.is Calgary's share 
of the engineering development, of the total engine ring 
development, charged to Imperial from the Standard Oil 
Development Company. In other words, the Standard Oil 
Development Company billed the Imperial with a certain 
amount of money, and this 327,000.00 is Calgary's share 
of that. 
WR. FRAVLEY: Thank you very much. 
Does that maxe it perfectly clear? 
I understand. 
Nothing you want to ask Mr. McGrath about? ‘What o you 


Say about that then? 
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G. G. Brown 
THE CHAIRMAN: We have engineering expense 
at Sarnia and engineering development, is that sore thing 
different? 

A T understand this is a development charge that goes 
back to the Standard Oi] Development Company.It does, not go to 
Sarnia. 
MR. MCGRATH: No, that is where it 
originates, the Standard Oil Development Company. 
MR. FRALEY: Which is a subsidiary 
of the Standard Oil of New Jersey Company, as I understand 

A This again is in the same category only it goes to a differ- 
ent organization. 
MR. MCGRATH: | EE Covers a wider tye va. 
The developments are far greater in that field than in 
the Sarnia General Engineering. 

A That again is one of the items which these large 
companies carry and sometimes the independent refiner 
ducks. If he is successful enough to get the benefit 
of modern improvements without paying for their develop- 
ment, why, he is so much ahead. It is one of those things 
that has to be borne by the industry as a whole and in the 
larger companies they prefer to do it in their own 
organization, while in the smaller indepcndent companies 
they frequently wait until the development is made and 
then get the benefit of it by some license or royalty 
agreement. That is a matter of policy fot the various 
companies to decide. In the long run, I imagine it is 


pretty near a wash-out or a balance. 


ca) 


What would you say if you added together the items 


$17,624.66, being engineering expense, Sarnia, and the 


con) Lt A 


ose 


iy aa aw fe} 


: AB ate oe aa 


Pee | | | 
et sa Bh URS) ee 


“apas Rive as wh ! ; . ' i f Hy bt bat ¥ : vet ir , 
j f Sia i ; Hi i y t Pe ere, Ni ane qu iy ear 
Ni ee ie sésliiuneth 
1 


lui ate 


T-3 - 8983 - 


Ge CG. Brown 


item $2,457.89, being technical and research expense, Sarnia 
and the item $27,105.07, be-ng engineering developments, 
this being to the Standard Oil Development Company. 
What do you say, when you put them all together, as to 
how much per barrel it is and how it would compare to 
this amount you say the independent refinery in the 
United States pays by way of royalty? 

A I think” it is quite a bit less than the independent 
man would hays This total here of approximately $47,000.00 
which would be distributed over approximately 2,000,000 
Derreis., Call it 2,000,000 barrets. Is that right? 
MR. MCGRATH: Thawte. Olen bs 

A It amounts to about 2$¢ per barrel of material put 
through the refinery and approximately 40.5 of the crude 
would go tO the eracking coils, and that would mean, 
if it is 24¢ per barrel on crude, it would correspond to 


just about 10¢ per barrel of material to the cracking 


Goil. 
MR. MOCGRsaTH: About 6¢, Doctor? 
A Yes, beg pardon. Corresponds to about 6¢. Correct that, 


please. Corresponds to about 6¢ per barrel of material 
fed to the cracking coils. Now, the small independent 
operator will probably pay 4 reyaltyof about 10¢ a 
barrel on all materials to his cracking coils 

in order to get the benefit of the corresponding 
development. soviet the large company by “bsorving 
the expenses for developing new operations and keeping 
up to date, is in the long run probably able to get 

the benefit of modern improvements at a lower cost 

than is the small refiner who waits until the process 


is developed and then pays a royalty for its use. 
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So that these costs would correspond approximately 

to what the independent refiner would have to pay 

aS earoveline They ars a Litthe bit less, 

That completes =axhibit "304", does it not? 

Yes. Now ixhibit "305M is a further analysis of the 
ereditS shown on Schedule 3 of “xhibit "280", which are 
shown as "Less Miscellaneous Revenue 336,321.00". 

THE CHAIRMAN: Dr. Brown, before proceeding, taking it 
as a whole, does it strike you that this is a large 

operating expense for a plant of the sige of this plant, 
an operation of the capacity of this plant? 

You mean these figures as shown on Schedule 3? 
The $962,000.00 or nearly °1,000.000.00 operating a | 
62000) ~panrel, refinery? | 
The figure that you have reference to is on Schedule 8. 

Beni bity,"504. just» berore we left it... It,.is, the item 

of $962,917.60? 


Well now, that expenditure, and the total of that column 


you have just given me, is the total expense, not including 


depreciation, and taxes, is that right? 

MR. MCGRATH: Ves, and administration. 

And administration, which is not in thet figure. 

Also it aiden certain items such as credits Tank Car 
Department, Shipping Expense, Sales of other mterials. 

So that that figure of $962,000.00 does not truly 
represent the expense of operating this refinery on the 
crude which was refined. That figure is given more accurately 
in Schedule 3 of Zxhibit "280" which gives the total 
manufacturing costs,at the bottom of Schedule 3 of Exhibit 
"280". 

Yes? 
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MR. NOLAN: The last figure there? 

Oh, yes. 935,000.00 is a figure very similar to the 

one you mentioned but it does give the total manufactur- 

ing costs, after including depreciation, taxes, and all 

of the other credits. 

THE CHAIRMAN: Yes? 

As I indicated before, it appears that the costsin a I 
location such as Caigary and Canada are somewhat higher | 
than the refining costs or the expense in the United States | 
and from that standpoint, the figure looks a little high | | 
to me. . 
What would a have to say about a plant of this size {| 

that is comparable, what would it operate for in the | | 


j f 
j j 


United States? | 
A&A plant operating at capacity and having approximately 

the same storage proolem, and running 6,000 barrels a day, 
he would have an operating cost of @®out {2,400.00 or 

oe yo00.00 a day. A Little bit more than that. , That 
weuld be a rather low figure. That is about it. It 
comes pretty close, does it not? 42,400.00 a gay, 

365 days, is apout 875,000.00. Is that correct? 

Check that. I should imagine a plant, a modern plant, 
doing about the same job, and having the same storage 
prevlem, might be able to operate very satisfactorily 

at B75, p ODN OO ys a Weeny as compared with Le 4935, 000.00, 


meV al rr RAS ENA ARORA gy 


, uf ft dae is apout the same difference that i ing ienean 


‘before. So I feel after taking the whole thing into considera- 


tion, that the operating expense and cost would be regarded 


as reasonably satisfactory. In other words, after they get 


their new plant in and operating, aside from the savings 
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in the Ioco naphtha which will not have to be used, 
their figure will be probably very comparable to this, 
when all factors are considered. 

We have not heard about the new plant yet, have we? 

MR. FRAWLEY: . No, we have not had 
anything in evidence about the new plant. Dr. Brown 
can probably tell you. It would not be evidenos but 
perhaps before we leave it, he will tell us something 
about it? 

My statements here are getting rathsr confused as to 
what are facts and what are opinions. I hope the record 
will be reasonably Glear on that. 

THS CHAIRMAN: We are accustomed to that. 
This $875,000.00 is an opinion. Although within the 
last two years I have had occasion to make an economic 
analysis of plants running from about 5,000 to 10,000 
barrels in a number of cases, and I do feel that that 
figure is a reasonably sound one. 

Speaking in a very general way, you feel that this 
operating expense which is claimed is a reasonable one? 


Yes sir,that is, taking the conditions as they exist | 


ee 


at this time. [| 
MR. FRAVLEY: Would this be the proper time for you to 
discuss the operation of bringing over Ioco naphtha 

as a necessary part of this refining operation? [t is 
not on that schedule, but it may as well be discussed now? 
I can do that in a general way, I do not have the figures 
mort here that I us@lin making that study, but if there 
had been a modern plant in operation - by modern plant 


I mean one of the newer types of designyt with pipe stills || 
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instead of the continuous shell still battery re the 
Calgary. refinery of the Imprial Oil during the past 

few years, I believe they would have found it desirable 
not to bring in Ioco naphtha, for the reason that they 
would be able to get sufficient octane number out of 
their cracking plant. But because they were cracking 
more severely,the rccovery of gasoline and other liquid 
products from the crude would be less, so that they would 
have to run more crude in order to get approximately the 
same yield, which means that they would take an additional 
loss on the processing. I made the best estimate I could 
of that loss, and it appeared to be that there was just 
about an even break between bringing in this foco naphtha, 
which costs something around i4¢ a gallon, 14¢ plus 

I believe,and selling it in the gasoline at about 8.64¢ 

a gallon throughout, and taking an apparent loss of about 
5s¢ or 6¢ a gallon, as compared with taking an additional 


run of crude and getting less recovery. It looked to me 
} ? 


} 4 
en 


j 
{ 
i 
i 


at first as though, and I think I mentioned it to | 
Mr. Frawley, that it was a kind of a weird thing to ad | 

to bring in this Ioco naphtha, but when I started to figure 
Poo. 2uedid, How look so weird. It really indicated it 
was the best solution to the problem that the Imperial 

had to meet at that time, which was to produce a gasoline 
of a high octane number to meet a competitive standard, 
Such as indicated in these specifications, and this seemed 
to be the most efficient way to do it, was bringing in 

Toco naphtha. although it might appear odd on the face 


of it, it is on a careful analysis really the economic 


way of meeting the requirement. 
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MR. FRAWLEY: Then it would appear that the installation 
of the new plant is not merely to obviate the necessity 
of bringing in that Ioco naphtha? 

I do not know what is in the minds of the Imperial Oil 
Company, what their reason is for building the new plant. 
But as I studied the situation, it would appear to me 

the real reason for building the new plant is to get a 
plant of sufficient flexibility so that they can meet all 


competitive conditions they may have to face within the 


next few years. And also that the present plant is getting 


old and the eyoanas of maintaining it is high, and perhaps 
it is about time to replace the old plant with a new one. 
Taking all these factors into consideration, it seems like || 
GQ wise move. to, put in. a new plant. I reaily believe with 
the new plant that the operating costs over all will not 
be greatly reduced. In other words, it is an investment 
which is made largely not from the standpoint of getting 

a rapid return cn the investment but for the sake of being 
able to give the proper service and maintain a competitive 
condition with a more flexible plant. That is my opinion 
that I have arrived at from studying the situation. It may 
be there are some other reasons in the minds of the Imperial 
5 Gr ven 

THE CHAIRMAN: Are we going to hear evidence 
about this new plant? I mean to say, if we are going to 
take into account the operating costs of the old plant and 
the depreciatiom that still attaches to the old plant, and 
the fact is that the 01d plant is to be screpped and a new 
one set up, perhaps we mould hear about it? Perhaps that 


is what we should be hearing about. 


‘eo? . 
bi f 
3 - = 
: — 
! Sr 
t = : 
fe ae , 
tert 
a5 


. 


: te <7 

- pans 
. 7} 
i ee: Ce 


ig cP) 
Bae & 
64, 


pia y cs 
one tin gee 
nat ae Ba 
7 ai xu . 
“} e , 
‘ ee Sos iy 
ne . a Aap 
: ‘ vonat Baar 
iF pa, 
~ 1 
k ow 
7 S13, ye 
z ; $~. 7 Ve 
ragih os mo r z 


een oF <3 
ce 3: 
= ¥y, 4 
' 
be 4 
, 
* “ : 
3 Ly 
: = 
St 
tes r a 
peel r 
ane 
we ia y 
= { a . 
<a ue bac ; 
ane ‘ 
ee! 
ins Si 


Ted z 

oe, 

(es 

3 rod 

epee “5 
at 

ee 
7 = 
wil Be 
i 


--4 

% “= 

males ies 
ve 

ae 

<4 

4 


test 
es 


sew 


pom aE , 
é rate 
2 i 
Ct Fel he 


aet yas 
’ Be 
a rie 
2 i 
roan 
. a 
A ue 
ey of 
bees ns 7 
‘ 
5 : : 
aes nee i 
ear a hae 


saat 
, 


cf é 
o me 
is : x 
Lex 5: 
? = 
‘ Lt 
oa 
wae 
es 
pees 


A 
: : 
. es z 
« Pec 
: ieee or 
k 
re : 
7 =: 
s xe 
. 


Ge 


- 8989 - 


G. Brown 


MR. #RAWLEY: Ye cannot hear much about it 
yet, of course. It is just in the blue-print stage down 
in Toronto some place now. So far as I know, it is. 
Certainly, the ground has not been broken. 

MR. COTTLE: The ground has been broken, 
MR. FRAWLEY: Then it is one step further 
than the blue-print stage in Toronto. 

THs CHATRMAN: What happens? There may be 
nothing in this. But I do not understand. You have a 
plant, we will say for the reasons which the witness gives, 
it is considered desirable to scrap it, and set up a more 
flexible one. That plant has been paid for presumably 

out of operating expenses. Putting up a new one of great 
value, we start all over and depreciate. Has that any 
bearing on the Inquiry we are concerned with? 

MR. FRAWLEY: Perhaps I could let Dr. Brown 
answer that. 

THe CHAIRMAN: I would like to know. 

MR. FRAWLEY: It is this year's Commission 
and not next year's. ‘Je have to take what we haves, and - 
that is the 1938 cperations, which is on the old plant. 

If we adjourned for twelve months, we might have a 19389 
operation, which would be, in part, we do not know how far, 
and we have no idea at all how soon the new plant will be 
funetioning if at all...... cee 

THE CHAIRMAN: I suppose he is entitled to 
Say it might never be gone on with. But Supposing it is 
proven to us by a competent witness who is able to speak 
for his company, that this plant is to be scrapped in the 
near future and a new one set up. Has that any bearing, 


or has it not? 
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MR. FRAWLEY: My submission would be, 
just at the moment, Mr. Chairman, that it has nothing 

to do with your task of analyzing the operations of this 
company today. 

THES CHAIRMAN: With this plant? 

MR. FRAWLEY: With this plant, because 

I think the other thing is not only conjectural, but it 
throws us away into the future because we have to think 
of how soon the plant will be completed and how soon it 
will be functioning. Secondly, whether it is a complete 


replacement. As I understand, it is only a replacemant 


An) PACT. 
MR. NOLAN: That is right, only in part. 
MR. FRAWIAY : So that we would have part 


of the present plant operating. 

A I think perhaps that is a little confusing due to the way 
I have made my statements. I have not sharply differentiated 
between what is facts based upon the 1988 history and what is 
perhaps my opinion. I want it understood that any statement 
that I have mde as to comparative costs of this operation 
of 1938 and the comparative costs of the operation in the 
States, and comparative cost of any plant that is not now 
in existence, is a comparison of facts on which we might 
place a great deal of confidence, and simply an engineering 
estimate which has been rather roughly prepared while I 
am on my feet, and in which I have considerable confidence, 
but nevertheless, it is still an estimate. [I have been 


studying this thing primarily from the standpoint of history, 
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that is, the 1938 operation. We have a gondinean of 
certainty that these figures are correct. Now, I think 
it would be desirable if we are going to study or make 
any estimates as to what might happen in the future that 
we perhaps keep that separatc from the discussion as to 
what has happened in 1938. 

THE CHAIRMAN: Well, I.do not know, we, mve 
had one experience with history. We might not, I do not. 


know, be content to rely entirely upon history. 


(Go to page 8992) 
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If it were established to our satisfaction by someone 

that a plant set up today, although I do not gather 

from your evidence that you would subscribe to it under 

the circumstances that exist here, but if it were estab- 
lished to our entire satisfaction that a plant set up to~ 

day woald operate at a manufaeturing cost of 20 cents a 
barrel less, I do not know, ir. Prawley, that we would 

take the history of Imperial and say to His Honour, the | | 
Lieutenant Governor, that the price should be based on | 
that historieal situation, not for a minute. i 
Re FRAWLEY: No, with that I agree. 

THE CHAIRMAN: What a new plant not in ex=- 
istence might do~~--- 

MR. FRAWLEY: Or what a plant like the 
British American, which is in existence but which is just 
new, might do or is doing. 

THE CHATUiAN: wMuite so- 

wITNESS ; Do not misunderstand me, I 

did not mean that that should be excluded; what I meant was 
that, it was confusing perhaps to mix the discussion of the 
two things at the one time as I unfortunately have 

been doing, I am talking about the future and the past at the 
same time and it may be confusing. 

iuRe FRAWLEY: I thought we understood, but at. 
the moment we tentatively, at least, have decided you would 
study the British American operation and the Mayland oper- 
ation and the Lion operation and then come back with a 
statement to the Commission. 
THE CHAITRIAN: jnd if it was thought proper---~-- 
wiRe FRAWLEY: The new British American. 

THE CHALTKMAN: What a plant wholly different 
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from any of them might do under the circunstances. 
eRe FRAWLLY: Yes, I see. 
THE CHATRAN ; I mean, I do not know where 
this evidence will lead us, but this is what I would like 
to get and which would permit of this Commission doing what 
it thinks wise, just in the end, in the way of recommenda- 
tions, evidence upon which we aay act here, not one theory 
ridden to death and others discarded, because that which is 
thought wise by one person may not be accepted by us. | 
Mike FRAWLEY: Guite. 
THE CHATRMAN: If we have them all then, us- 
ing our best judgment, we can adopt one method or another as 
the case may be. 
MRe FRA ALLY: Yese 
THis CHATRLIAN : But to the extent you as Conm- 
mission Counsel think any method should be thought of, we 
would like to hear about it, because ut this moment we 
certainly have no fixed views as to what our approach to 
this problem will be, much less where we will ond. 
Like FRAWLEY: I have a very definite idea 
at the moment as to what this further study is that Dr. Brown — 
is gOing to make. }) 
THE CHAIRMAN: Well having interrupted so much, 
7 
we will try and let you go on in peace now. i 
Q idRe FRAWLEY: You were about to discuss 
Exhibit "305", Dr. Brown? 
A Now "305" is a further analysis of the credits of the op- 


erating expenses shown on Schedule 6 of Exhibit e2c0m, 
miscellaneous revenue, some 36 thousand dollars. I frankly 


Cannot explain those beyond what it shows on the sheets. 
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MR. FRAWLEY: Perhaps hire MeGrath will 


help you out there and just explein Exhibit "305", iir. 

uicGratha 

MR. MGGRATH: Well the rental revenue is 

the rental for the crude tanks and the next employees! 

garages, the next item the sale of scrap material and the 
: next item, is miscellaneous sales of material and supplies, 

that is all. 

TRe FRAWLEY: The big item is the amount 

of §:25,356.28, which I understand is what you reecive from 

the hoyalite for the tanks which it rents from you in the 


Calgury Kefinery yard. 


Mike MCGHATH: . Bn 2958) that ts right. 

MR. NOLAN: Did rent. 

MR. . FRAWLEY: Did rent in 19388. 

MR. MoGRATH: Yes. 

WR. FRAWLEY: Well then the other is just a 


sale of material, does that explain thet, rr. Brown, is 
that sufficiently explanatory for you? 

A Yes. 
MRe FRAWLIY: Now I want to be cloar whether 
it is worth while inviting Dr. Brown's opinion as to this 
tankage rental, it is of no consequence now. 


tHe NOLAN: It is of consequence because 


there is no credit in 19389. 


mMRe FRA JLSY: Yes, this is a credit which we 
find in 1938, it is there in any event, the Imperial received 
that rontal from the Royalite and that rental will not be 


paid in 1939 probably. 


A Well it is really what we call a non-recurring income, sit 
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not, an inoidental. 

It is not very large in the over~-ull operating eests, is 
it? | 

Well it is not really pert of the operating costs, it is 
taken out of the operating costs, a sort of credit for 

some service furnished ty the refinery department. 

hiKe LicGRATH: It reduced the gost. 

Mie FRAWLEY: Yes, it reduced the cost in 
that amount. 

In that amount and I think that is about all that oan be 
said about that. 

MR. FRAWLEY (TO DR. BROWNY The operating cost has got 
the benefit of that for 1928, even although it does not get 
it again? 

Yes. 

Then Exhibit "306"? 

Exhibit "S00" is a further analysis of the admninftstration 
and general expense items shown on Schedule 5 of Exhibit 
"260". 

Yes, now? 

And it is classified into a number of different kinds of 
expenses, those which are direct and pro-rated according to 
the crude run and pro-rated according to the plant invest- 
ment; that is any general expense which is ineurred by the 
main office in Toronto which has been pro-rated to the 
Calgary Refinery again, is somewhat in the same category as 
the research development and engincering expenses, which are 
to be peta for hy some means. 

Well to put it to you very bluntly, do you think that this 
cenibe Hi: if it were purely an f.lberta organization, carrying 


on this sized operution, would have in its operating costs, 
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this item of, I do not know how much to take, but take 
the whole $67,000? | 

No, in my opinion if this refinery in Calgary was a local 
organization operating solely in Alberta, it would not 
have as much expense as this for general administration 
overhecd; some of these items would of course have to 

be covered; on the other hand the sales efforts which 
would have to be exerted by the Calgary refinery, if it 
were operating solely in Alberta, would be considerably 
more then this and we would find a greater cost due to 
more advertising expemse and further sales effort. In 
analysing the expenses of the refinery I can find nowhere 
any sales expense and there always is a sales expense; 
frequently it runs as high as four or five cents a barrel 
of crude. 

Let me stop there so there will be no confusion, you mean 
sales from the refinery? 

That is right. 

As you understand, the refinery only has two customers, 
the jobbers and the marketing department of the company, 
that is right is it not? 

I am not sure. T have not made an investigation of 

that but I will take your word for it. 

Assuming with me they have just two purchasers, what they 
sell to the jobbers in tank car and what they sell to the 
marketing department, and let us call that a sale, because 
you have indeed treated it as such, you have treated it 
as though they were selling at the refinery door, at this 
8 cents plus? . 
Yes, oe 


As to the marketing department and to the jobber? 


1 
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A Yes. 


Q But what you say yoa do not find, and that is interesting, 
you do not find any sales expense, the refinery is not. 
charged with, ana the refinery is not carrying, any 
expense of selling this in tank car quantities at the 
refinery door? 

A I see no item in the expenses here. 

Q And I think that can be confirmed, that there is no such 
item? 
wie MCGKATH: No, there is note Once 
it is loaded the responsibility is ended. 

MRe FRAWLEY : There is jwmt a loading 
expense at the refinery? 

WRe MOGRATH: That is right. 

bitte FRAWLIY - Into the cars for the 
jobbers and for the marketing department? 

MR. HCGRaTH: That is right. 

Q (MK. FRAWLEY T0 Dh. BROWN) But outside of that there 
is none of this other expense you spoke of? 

A Now a small independent refiner operating sne unit will 
always have a sales expense to keep their product sold 
to the jobbers. 

Q ° Yes, I see what you mean? 

A And it will be handled in a number of different ways but 
it is a very real item and I have ulways had to consider 
it in these estimates which I have made in the States and 
I have looked upon this item as compensating in large part 
for what would otherwiso be, you might say, the sales 
expense and empenses to maintain good will. 

Q And where is there any expense, let us analyse that, you 


have not particularly informed yourself with regard to the 
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jobber oneration? 

A No, I have not. 
THE CHATRMAN: Is it clear that it does 
not come under the marketing expenses, with which we will 
later deal? 

Q MR. FRAYVLEY : How about that? HSV ge ta 6 
clear that this thing you cannot find is not in the 


marketing expenses? 


A It may be. 

Q TH CHAIRMAN: Carried into marketing? 

A It may be in that. 

@ wR. FRAWLEY: Let us see if it is? 

A What I have in mind is this, supposing a local refinery, 
operating as the fmnerial is in Calgary, they will have 
to séll their »roducts to jobbers and there is a sales 
effort, a sales expense involved in selling their sroduct 
to the gO NbSo! 

Q Yes, now let us be clear that we are all talking about the 


same thing, and I will ask Mr. Nolan to check me if I am 
wrong, I will put to you very briefly what the refinery 
operation is so far as sales is concerned, there is first 
the gallonage which goes out, not invoiced or billed at 
all, simply billed at so many gallons to the various 
marketing outlets? 


A Wet 20° Plone. 


Q That is about half of the gallonage? 
A YeSe 
Q Then there is what is sold to about four or five companies, 


which we call the jobbers, the North Star Coimany, the 


Canadian Comany, the Union Com-any, the haple Leaf Comoany, 
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and the i.cColl Trontenac, perhaps five? 

A Yes. 

Now you say you found nothing in the refinery expenses 
to take care of the selling effort that there may be to 
sell that gallonege to the North Star Oil Company? 

A Or to any of the others. 

Q Or to any of the others? 

A Yes. 

Q And you think there is some expense in the making of that 
contract, if F can put it that way, the making of the 
contract between the Imperial and the North Star, which 
you would expect the refinery to bear, it is an annual 
proposition, you see, Dr. Brown, the North Star for 
instance has been buying, you can take it from me as a 
fact., its requirements from the Imperial for some years 
past. no change whatever, year after year they buy their 
requirements from the Imperial and the same with the 
Canadian, the sane with regard to the McColl Frontenac 
and I might nut to you, and assuming with me it is a 
fact that the Union Company did make a change quite 
recently. they brought their gasoline from Ioco by tank 
car and then distributed it and now they have an arrange- 
ment, they are just a jobber now like the others I have 
named, taking their recuirements from the Imperial refinery, 
now assuming those to be the facts of these jobber operations, 
would you expect that there would be very much sales expense 
on the vart of the refinery to effect those contracts? 

A Well if there is any other source of gasoline that might 
be brought into this territory either from Montana or Loco 


or anywhere else, this other suonlier of gasoline would 
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normally be seeking markets, 
Or the other refinery, the other sizeable refinery? 

The other supplicr or refiner of gasoline, would normally 
be seeking markets and he would send salesmen in to telk 
to these jobbers and try and get their business; in 
other words there is a situation of cometition. 
Yes? 
And to match that the Imperial would have to keep 
contact with its jobbers and keey them sold by various 
means; J do not know whet effort is being expended up 
here, F imagine there is much less needed than it would 
be in some nerts cf- the United States but nevertheless 
there would be some effort that would have to be exnended. 
Te CHA TRMAN: Yould that be a refining 
cost, would that not be a marketing cost? 
Well take « refinexythat does not have any outlets et all 
of its om, sells wholesale throush jobvoers, it still has 
a marketing cost and the cost of effecting its sales to 
the jobbers. 
MR se OPRAWLSY : A sort of refinery sales 
menager, that is the sentleman that would do this business, 
a refinery sales manager? 
Yes. 
Now there is no such person in the imperial organization as 
I understand, that is what you say, you did not find any? 
i see no sve covidinies certainly for that »urpose. 
That is it? 
Now it would appear to me that the Head Office at Toronto 
would carry on a general seles campaign and in a way would 


help any onecof its refineries in various parts of the 
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Dominion to market their product to the jobbers by 
means of the good will and the general impression that 
people have of the Imperial as a fine gasoline and so 
on and that this item is in part at least comnensation 
for what would otherwise have to be in the picture as 
sales exnense, 

Now of course the gasoline thet the jobbers buy, loses 
its identity as Imperial gasoline immediately it moves 
away from the refinery door, you understand that? 

Yes, 

But you still say there would be some selling effort i | 
required to keep these contracts alive? [| 
I have never seen a case where there is not some selling | 
effort recuired to keep the »nroduct sold to the wholesale | 


distributor. (| 


Then if I may put it to you, there is no selling effort 
required within the four corners of the frovince of Alberta 
to keep these cmtracts alive, would that make any differ- 
ence, that the arrangema@mts are all made in Toronto? 

That would be exactly what I am speaking about; Ii did 

not know what the arrangement was but it ---- 

Assuming with me that that is so? 

¥f there were such an arrangement, that would be exactly 
what I am trying to say, not knowing that there was such 
an arrangement; in other words that this expense in part 
would at least commensate for what would otherwise have to 
be included under the refinery expense as a sales exnense. 
Then just to be extreme. about it, I put it to you if we 
had not $67,000.00 but the maintenance and the upkeep and 


salaries of a refinery sales manager in the refinery in 


Calgary --- 
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A Ané his staff. 
Would that meet that requirement? 


That would be almost exactly the same as T had in mim. 


I do not say the sixty seven or sixty eight thousand / 
deliars can be wholly justified on the basis of that 
sales expense but I think a part of it is eguivalent a) 
the central engineering and research and we all know 
that these large companies with executive offices at 
some other place in the Dominion,have additional over- 
head to maintain those offices; now the guestion is 
whether or not that additional overhead justifies itself 
in eliminating what would otherwise be a cost of operation 
and I feel that in part at least this figure would have to 
be included in refinery costs as sales expenses if thsre 
were no such central office. 

Q Yes. «well now I presume that what we have to do is weigh 
the advantages of being a mart, what we have to wry to do 
I presume, Dr. Brown, is to think of the Imperial Oil in 
Alberta as a separate thine? 

A Or set up some independent plant which would he a separate 
independent thing and have that as a standard of comparison. 

Q Yes, and we have to compare that with what the picture is, 
namely the Imperial merely a part of the whole Imperial 
organization extending all over Canada? 

A That is right. 

Q And you have given what might be called some oi the disad- 
vantages of the big company? 

ah That is right. 

Q As against the advantages which come from that, and they 
are what? 


A Well you mean the advantages of this? 
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The advantages that cane from being a part of the big 
organization? | 

‘ell I feel that a good part of whet would otherwise have 
to be included as sales expense is carried by the central 
Oftiices..in Toronto. 

Yes, we, we already pay into the refinery cost for engineering 
development exnenses? 

That is right. 

Can you think at the moment of anything except refinery sales 
promotion? 

Yes. This hearing is an example, most of the men here 
representing the Imperial are from Toronto and otherwise 

iG would be part of the staff of Calgary that would, have 

to be here, that is public relations and things of that 

kind are also carried by the central office in sarnia or 
Toronto. There are a lot of those things which come up and 

IT am not vrepareé now to say that 67,001.00 is exactly 
balanced by some other operation. 

You have indiceted anyway a line of investigation that might 
be pursued, accounts, I suggest another one to you, that a 
lot of accounts are carried, the mere fact that lr. MeGrath 
had to come from Toronto to explain all this indicates that 
there exists an accountins exnense arising out oF the Calgary 
refinery which is carried in Toronto? 


YeSe 


and I vresume is necessarily reflected in these costs? 


MR. MOGRATH: Yes, the Calgary refinery 


pears »10,000.00 of the general manufacturiny expense. 


ze 


LOe 


Now here are items I would like to call) your attention 


MRE OPRAIILEY: Tt mey be a sood time for 


Nr, MeGrath to deel with the items in “VhioE. * aos" 
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and the basis for them? 

WR. MCGRATH: Yes, the general purchasing 
department, Toronto, we have a eeneral traffic department 
that mass the Crees ane are able to buy to the best 
advantage. Now if Calgary was conducted as a sevarate 

unit I daresay they would have to have a »nurchasing expense 
and probably could not take advantage of rice situations 


and the market as a general purchasing departmmt does in 


Toronto. 
Re Yes? 
A General Traffic Department handles the movement of all 


ears and I daresay if they were not there you would have 
to have probably a man or so here in Calgary for the move- 


ment of cars. 


Q MR. FRAWLEY: Yes. 
MA. MCGR:TH A general manufacturing 


department, 310,000.00. Now that is nart of the movement 


of all refineries combined, that is Calgary's share of it, 


pLl0,000.00. 
BAR. FRAWLEY: he Gh oD Ste 
Mie MOGHATT : Now, the general manufactur- 


ing department, that is Me. MeCloskey's devartment. 
oS Gah ii enka eh Gi | ind “you allocate to the 
Calgary refinery 10,000.00 of that generel nanufacturing 
exnense. 

A thaw is Treat. 


MR. PRAVLIY: Thich you say obviates the 


necessity of any of it being carried here at all. 
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KR. MCGRATH: Tf you had a separat 
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organization here instead of having one organization Tor 
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all refineries, I am sure your expense would be this 


high or higher. 


Nan. FRAWL GY: Yess 
MR. MCGRATH: In the Accounting Department. 


Tet is the ssane Son b OF thing? 

Yes, here is a technical service, now Dr. Brown spoke of 
sales, here is a technioal service, we have technical men 
throughout the field cortacting the customers, varticularly 
the mines and factories and all that sort of thing, technic- 
ally trained men and they contact and help them out with 
their problems am that is Calgary's share of the technical, 
Calgary's share of the technicel expense. 

TH! .CHATRMAN: Taking into acoount the mere 
fact that you mentioned mines, am I wrong in suggesting that 
that nerhaps is a man recuired to vromote vhe sale and con- 
tact the ourchasers of svecialized sroducts, lubricants and 
greases and that sort of thing, all you sell up here is 
gasoline and distillates really? 


No, the lubricating oils, greases and that,used in mines. 


MR. FRAWLUY: On, Yess 

MR. MCGRATH: Factories and so on. 

MR.  FRAVLUY: But the Calgary refinery -- 
MR. MCGRATH: For instances, tractor 


trouble, this man would go out on tractor trouble, if a 
farmer was having trouble with his tractor, they could 
call in these men and try and solve their oroblems 

for them. 

MR. FRAVDEY: That is in connection with 
the motor fuel used in the tractors, 


MR. MCGR: TH: . Yes. 
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MR, FRAWLEY: | Yes, TF understand the point, 


all about the basis of allocation? 

MR. MCGRATH: Jell all these items marked 
"A", there are very few of them, enly a matter of a few 
thousand dollars. 

Mas PRAT Ee: Yes? 

MR. MCGRATH: they are charged “d1recu, 
it shows right on the bottom here and *B' is the basis 

of plant investment, that is taking the investment of 

all our refineries, all the items markea “B", on the 
basis of plant investment and ‘'c' is on the basis of 


Gf, 


barrels or crude runs Now if Calgary ran 10% of the entire 


crude run for the Imperial they would share 10% of this, 


Tins FPRAWLSY ° Of these technical services 
apparently? 

MA. MCGRATH: Yes. 

MRL PRAWLEY : There are only two or three? 
VR. MCGRATH: Yes. 

MR. FRALEY: All right for that, anything 


more you wish to say about the justification of that? 


MR. MCGRATH: No, that is all. 
Q (VR. FRAWLEY TO DR. BROWN) Now, Dr. Brown, what do you 


think about the @xhibit "306" in the light of what hr. 
MeGrath has said? 


A Well he has elaborated on the idea that I had expressed 


rather inadequately, it is the ease in a comnetitive industry} 
as to whether or not this overhead or central expense more l 


than justifies itself. If it does it means that the large 
company with the central offices can operate more efficiently 


than the smaller refiner who does not have that central of fice 
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A 


and if it does not justify itself, it means then the small 
refiner without that overhead can operate more efficiently. 
What does it represent, what @oes the sixty-seven thousand, 
nearly sixty-eight thousand dollars represent per barrel of 
crude refined? 

Well on the crude which they refined themselves it wuld 

be about, two million barrels, that is about, something 
like 35 cents, 33 cents, is it not about that? 


About 3% cents? 


No I did that ---- 


MR. MCGRATH: BiS3Se 

Y6s,. 3.555. 

Fer barrél of what? 

rer barrel of crude, 

nkefined? 

That is right and if we were to add that in to the other 
items which were charged against Calgary for engineering 
development and research, which total more than 347,000.00 -- 
Yes? 

We would still be under what the independent refiner has 

to pay to get his technical service alone, so that again 

it is a case of which is the more efficient proceeding and || 
it looks as though it is fully justified. 

ALL. rient,: exhibit "307"? 

MAJOR LIPSETT: So far, Dr. Brow, your views 
about it being that that is properly classified as a manu- 
facturing expense? 

Yes, let me explain that a bit by taking a case which comes 
up cuite frecuently in the States and I imagine it does here, 


the refinery is selling motor fuel to jobbers, the jobber 
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sells the motor fuel to the ultimate consumer and the 
driver of an automobile using this gasoline gets into 
trouble, he has a sticky valve, he goes to the garage 
and the garage man says 'Yonr gsasoline is no good”, 

he goes back to the distributor end t ls him thet the 
gasoline is no good and the distributor goes back to 


the jobber and the jobber soes back to the refiner, 


( Go to page 9009 ) 
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Now I have had occasion to do thet myself for a number 
of these independent companies who did not have adequate 
techiical services were up against that problem and I know it 
is expensive and I know it has tc be done in order to main- 
tain their markets. Now that is one of the things that a 
refiner would have to de even although all of his gasoline 
was sold at his gate to jobbers. It is a burden that he has 
to assume, to keep the markets open for his products and I 
believe it should be handled os a refining expense and it 
always is so handled in making these analysis in the United 
States; that technical service is cxactly one of those items. 
Q And you think that should come under menufacturing rathor 
than marketing, do you? 
A Yes, bocause such a refiner has no marketing organization at 
all. He does not market gasoline. He sells it to all comers 
who come to his gate to get it. "Marketing" is a term used to 
get the gasoline and other products into the hands of the con-~ 
sumer. Of course it might be classified somewhere else, but 
that is usually classified there because any refiner would 
have to assume that burden even although he had no marketing 
organization and in my epinion it is very properly chargeable 
to refining cost as it has been here. 
Q MRe PRAWLEY: Yes, now Exhibit "307" do 
you desire to pass that up? 
Exhibit "307" is a statement of the genoral administration for 
The thing we were just discussing, and that is not 


marketing, 
part of the refining and therefore I think we need not discuss 


that any further. 


Q iA JOR LIPSETT: Perhaps just before you pass on, 


I notice now between Exhibit "280", Schedule 3, and Exhibit 
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"304" und "306", that you first of all have in Schedule 2 
of Exhibit "280" an item for $27,105.07 for engineering 
development? 

That is right. 

snd then when you come to Exhibit "304" you have engineer- 
ing expense, Sarnia, $17,624.66 and technical and research 
expense, Sarnia, $2,457.89? 

Trat is right. Now those item ---- 

Just one more, then whon you come to Exhibit "306" you have 
technical serrices, apparently at Toronto, $11,3973 

Theat is righte Now you would like me to differentiate be- 
tween those and show where they appear? 

I would? 

On that Schedule d---- 

nd also express your opinion of them, Dr. Brown’ 


#411 right, I will see if I can do that. 


(Go to number 9011 _ ‘) 
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Dre G. G. Brown. 

G Pen UOhei low dOwus: BLPosr ls Perhaps you would like to 
take a note fam ene line 

4 Luthink tT ican.do 1% just as well nov, if you will 


interrupt me if I get off the track. I think I oan 

do it. Let us mention first those two items you first 
mentioned, engineering expense Sarnia, of 417,000.00 
plus, and technical and research expense at Sarnia 

Of, 620 00,00. plus. Those two items are included under 
other expenses on Exhibit "304" and make up part of 

the 65,000.00 shown under other expense, Schedule é, 
of Exhibit "2&0". Those two items represent engineering 
expense and technicel and research expense within the 
Imperial Oil Company and represent the maintengnce of 
Researeh and vevelopment and itngineering s#xpense at 
carnia, which benefits all of the refineries of the 
Imperial Oil Company. The ,»27,105.06 which you mentioned 
subsequent to that under tngineering Development, 
appears as @ separate item in Cchedule 3 of idxhibit 
"280" as 127,105.00 under the head of dngineering Dev- 
slopment. That is an item which is paid to the 
Standard Oil Development Company for fundamental 
development and research particulars, developing new 
processes and new methods of cracking end hydrogenation 
and catalytic operations and so on- So that the 
Imperial Oil Company will have available to it all af 
these new processes as they are developed and vill 

not have to go out and pay a royalty for the use of 


those new processes when and as they are developed. 


I was going to ask you now, if that is correct, or. 


Brown, that this Company is paying the Standard Oil 
27,000.00 plus for all their nev developments, why 
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should they have to pay S20, 000.00 pLUSs On top oT 
that to the Imperial before they Bat the oranniaed 
Oil information? 

A I think these two things are entirely separate. Let 
me see if I can make that clear. The Standard Oil 
Development Company really operates a fundamental 
research end long time development, such as hydrogenation 
and catalytic cracking and alkalination and all of 
these new terms which you hear, and as these new 
processes become developed so that they are practical, 
it means that the Imperial Oil Company will hcsve the 
right to use those processes without paying a royalty. 
That is the »27,000.00. Wow in eddition to that 
the successful operation of Turner Valley orude, for 
exanple, required a special treating operation. It 
has a lot of mercaptan sulphur in that crude which 
is difficult to remeve by ordinary methods, and as I 
understand it, correct me if I am wrong, at Sarnia 
a new process was developed in whieh they could treat 
the gasoline by alumination and convert this mercaptan 
Sulphur into hydrogen sutphide so that the sulphur 
could be removed by an ordinary alkali wash. That 
is a development that was worth a great deal to the 
Imperial Refinery at Celgery in cutting down their 
operating costs of Turner Valley crude. This vas a 
problem which was not to be solved by the Standard Oil 
Development Company because it was a specific problem 
that had to be met by the Inperisl Company and parti- 
cularly at Calgary. It wes solved mainly by the 
efforts of the Research and Engineering vepartment 


at Sarnia. ‘ork of that kind would cover that 17,000.00 
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ss 


and $2000.00 listed as engineering expense and tech- 
nical and reseerch expense at Sarnia. 

MR. McGRATH: That is correct. 

fase COMPISSION ah. LIPSETT: Then ve come down to the 
first item on 304 which was Engineers. You said that 

it was right to have tht extra number of engineers 

here in Calgary? 

Yes. 

As I gathered, for what reason‘t 

Now, suppose that se pump breaks down at Calgary. I 
imagine that to get spare parts for that you would 
probably have to telegraph a fev thousand miles and 
either wait for the railway or aeroplane to bring in 

the parts. That would require special shop facilities 
and special mechanical maintenance to be able to repair 
that pump so that they could keep the plant running. 

They have a lot of electrical equipment, and hydrometers 
and special measuring devices, mnd where it is possible to 
get repair parts promptly if we were in one of the 

large industrial centres, but not out here. In order 

to compensate for thet they have to have skilled 
mechanics in greater number and of greater skill, per- 
haps, than would be necessary in the large centres. 

To do that particular work without sending for the 

parts 

YeS. In other words, they have to meet more emergencies 
here in a successful way than would be necessary if the 
plant were in the Chicago district for example. Then the 
tie item about whieh you asked me which appears on 
Exhibit "SOE". 


Technical services? 
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Technical services. That is something entirely 
different... Technical,service, 411,597.00 on 

Exhibit "306" is a service of technicél men who go 
out into the field to eliminste and explain these 
special difficulties which come up in the use of the 
products from the refinery. Suppose that some farmer 
out here who has a large acreage and a number of 
tractors found that the gasoline or the tractor dis- 
tillate he is using caused his valves to stick, or 
caused some trouble with his tractors, he is going to 


assume that is due to faulty gasoline. In order that 


he keeps on using Imperial gasoline that difficulty 


has to be eliminated. That cannot be done by just 


the ordinary salesman or one of the agents of the 


_Company. It requires special knowledge of some really 


expert experienced engineer. So that this enginser 
then goes into the field and finds out that the trouble 
really is with these tractors and remedies that dif- 
ficulty and keeps that market, ana selling his product. 
He has to do that because if that is not done the 
jobber handling the product will switch to some other 
product because of the complaints received by the 
jobber from this man using the trectors So that 

this 711,000.00 is >more in the hature of what f early 
Bate Gas suc sales expensee All these services 

have to be made and perhaps in e@ small refinery you 
might find them all grouped together under technical 

or engineering division. Here they are subdivided 
into different types of service. Have I made that 


clear? 


Yes, I quite follow that, Dr. Browne I do not know 
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but thet you might elucidate it a little bit further. 
Perhaps it is some difficulty in the trector. 

A Yes. 

6 &nd the jobber switching to some other gasoline, he 
won't get any better results? 

A That is niente But in the meantime the Imperial has 
lost thet market, because ths jobber has switched. 

C MR. FRLUWLAY: That very question is 
the only thing that brought anything to my mind. 

You speak about these jobbers switching as thongh 
that was something which certeinly you had had experience 
with in the United States‘ 

A That is right. 

I think thet perhaps it would be only fair for you to 

study a little more closely the jobbers' operations 

here and the manner in which they are contracted to 
the Imperiel Oil. 

4 You mean the jobber has no other source’? 

Ci J-mean, just’ to discuss it, the only other person to 
whom he could go, no question about that, is the B.4., 
Oil Company. 

ve) DL riehnts 

fC They have certain jobbers. They nave two large jobbers. 
But they might, I quite agree theoretically you are 
quite right, but 411 I was worrying about vas the 
difference between theory and practice. 

4 Let us leave the jobber out. Sup .ose there is no 
jobber. Suppose it is a large farmer who simply 
comes to town and buys a couple of truck loads of 
gasoline. 


f) From the Imperial morketins department. “ell I can 
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see your point there. Suppose he is a man who 


purchases from the Imperial varketing department, 


he might switch as a consumer straight out of the 


Imperial and go into the offices of the Texas or 

the B.s.? 

Yes. 

MRe COMMISSIONSR LIPCaT T: It is only feir to 
consider in that connection that if he had switched 
into the BeA., until recently, it was still Imperial 
gasoline’ 

He would not know that. I think alot of these 
difficulties thet are encountered in engine operation 
and laid to the gasoline, are due to some faulty 
operation of the engine. But it is part of the service 
to remedy that difficulty on the part of the user. If 
that is not done he will take another brand of gasoline. 
It may come out of exactly the same tank and he might 
not knovi the difference, but due to changed operating 
Conditions he might get along for a while all right. 

It is one of those things that is in nany ways intangible 
but it has to be met. There has to he a certein amount 
of service given to the user of these petroleum pro- 
ducts. If that service is not given, the refiner 

who does not give tlt service will lose his market 

in time, or have a lot of complaints. And that giving 
of service has always been considered part of the 

load that should be carried by the refinery and that 
the marketing expense is simply selling the gasoline, 
making the contrects, and delivering it, but not 
servicing equipment in which it is used. 


If there was a complaint about a product that that should 
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be referred back to the refinery? 

Yes. 

Ahad. dealt with by them? 

If any one of us is a femee tans of some product, and we 
get a complaint on tht product, we do not try to 
explein it. e go to the man who made that product 
for us to sell and say "Hers, you made this product. 
it 16 Up to you to straighten this out." The Sales 
Department really cannot straighten out thesc technical 
difficulties. Another reason is that there might be 
something wrong with the gasoline. If so, this is 

the vey the refiner learns about it sc he ean 

improve his treating process and produce se product 
which is more satisfactory. So by a matter of 
experience over many years these technical services 
ars always in the producing department or the manufact- 
uring department. 

Una PRA LAY s Yes. Wow that brings us 
TO EAR IDI ale o's 

That ves "306." The next one is "307" which is a tor= 
responding statement of General and Administration 

for Marketing, vhich is applicable to the Province of 
Bilberta. Since we are not discussing marketing, we 
will pass that up. Now, "S06" consists of three 
pages. First, an analysis of the products made end 
sold by the refiner. Keferring now to "308-4" which 
is the first page, umer the heading xefinery Produc- 
tion, we find in the first column the gallons of 

each product sold. 

Dr. .Brewn, this is, of course,. I think very vitel 


that this Bxhibit which is very impartant should be 
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very fully explained. Is there any relationship 

between Sheets 1, 2 and 3? In other words, A. Be and 
C., does one lead into the other? 

Yes, I think these three sheets should be considered 

BS one exhibit, as has been indicated by their numbers, 
nS08", A-, Bs, and C. The first sheet, or "3408-4" 

is an analysis of the quantities of the verious produ cts 
produced by the refinery, end the second sheet is an 
analysis of the income and the amounts received per 

ge llon for the various produsts, ana the third sheet, 
"308-0" is an analysis cof what might be called the 
Refinery Spread end Kefinery Cost based on the overation 
of 1938, as it was during the latter part of the year 
from about June 20th, or so, on through December 1938. 

I am going back to "S08-A" the first page of this 

group. The first column gives the sales in Imperial 
gallons, The amount of gasoline sold, however, is less 
than the amount of the gasoline produced by the refinery 
because of losses incurred in the selling and marketing 
end. So that 47,000,000 gallons of gasoline sold should 
be increased by 363,000 gallons representing losses in- 
curred in marketing and handling the gasoline from 

the refinery to the marketing point. and should be 
further inereased by 8,000,000 gallons that represented 
the amount of gasoline in the inwentory at the end of 
the year 1938, or as of dJanuery 1, 1949. So that the 
amount sold, 47,126,000 plus 363,000, plus 8,627,000 

and minus 13,000,060 representing the amount of 
Zasoline in the tanks at the refinery on January l, 
1938, represents the actual production of the gasoline 


during the yeer 1938 from January 1 to Januery 1, 1939, 
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which is shown in the last column, 42,745,113 

gallons. In other words, the last column on Exhibit 
"{08-4" shows the actual production in Imperial gallons 
or Imperial gallons equivalent of each one of these 
produsts shown on the shest after taking into account 
the marketing losses, the inventory of Janusry 1,1938, 
and the inventory of January 1, 1939. Wox there is one 
other item there under Buni:ers, which is the fifth 
item This refers to the heavy fuel oil which is left 
as a residue from the refinery operation. In addition 
to adjusting for inventories the:e, it shows another 
item in the next to the lest column which is "Less 
Fuel from Processing B.A., orude." The Imperial 
Refinery processed about three-quarters of a million 
barrels of British Ameriean crude on a contractual 
relationship, which had a deduction of 9% of the 

erude as Bunker C fuel oil to be equivalent to the 
fuel used in processing the British American eorude. 
And the cost of processing the British American crude 
and the service charge made by the Imperial Oil 
Gompany was based upon the crude without ineluding 

the cost of the fuel, peChd se the 1,516,940 gallons 

of Bunker fuel oil was given to the Imperial from the 
British American erude to compensate the Imperial 

for the fuel used in processing British American 

cru dee eyo ts & Kind of pomp) Lonted thing to explain 
but I hope that the record is clear. So we have 
1,516,940 gallons of Bunker C which is subtracted 

from the Bunker Fuel Oi1 sold and in the inventories 
in order to find the Bunker fuel oil that was 


produced from the Imperial Company's crude oil. 
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Bnd the last column again, 7,707,246 gallons of. 
Bunker fuel oil represents the net gallons of Bunker 
fuel oil obtained from the Imperial erude cil as 
processed at the Imperial Refinery while 1,516,940 


represents the Bunker fuel oil from the British 


American crude which was retained by the Imperial 


@il Company to reimburse them for the fuel used 

in processing British American crude. And the 

same statement or an equivalent statement applies to 
the refinery consumption of fuel, which is the next 
item. Again there is 637,450 gallons eqwhivalent of 
gas and fuel which was consumed in processing tae 
British American crude and ob ained from the British 
American crude. So tiet the last column under 
Refinery Consumption, 1,888,011 gallons represented 
the gallons of oil equivalent to the refinery 

gas used in the refinery as fuel for processing 
Imperial's ¢rude. So thet the summary at the bottom 
of Exhibit "308-4", rather the last column of 

Exhibit "308-4", shows the actual production of all 
these products from Imperial crude and the Casing wead 
gasoline and crude naphtha which were run by the 
Imperial Refinery for their own account during the 
year 1938, 70,407,571 gallons shows as the sum of all 
these items, and checks with the 70,407,571 shown 

at the bottom of the Bxhibit "308-4" as representing 
the total amount of meterial brought eles the Imperial 
Refinery and run for their own account. 

Exhibit "308-4" then is an effort to show just what 
various kind of products, @s listed here, the Imperial 


got out of the erude oil and the other refining material 
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which they put into their refinery in 1955, on their 
own account? 

Og their own account. 

On their own account? 

After making all deductions and corrections for the 
British American crude which was processed for the 
British Ane rican. 

In other words they got ¥0,407,571 gallons of gasoline, 
refined oils, tractor distillate, light fuel oils, 
bunkers, refinery consumption, asphalt, coke and 
unfinished stocks and loss? 

YoSe 

They got that out of the total crude, separator 
naphtha and absorption gasoline that they fed into 
their refinery in the year 1938? 

For their own account? 

And blending stocks’ 

Yes. 

For their own eccount? 

Yes, that is right. 

MR. COMMISSIONSR LIFS&TT: That is the figure that 


we get in Schedule 3 of Exhibit "280" as amended to 


2,753,587? 

No. 

Having taken off that....-. 

I think I can explain thet. MicGrath, you check me. 
2,753,587 barrels on Sehedule 3 of Exhibit "280" is 
the same as the 69,032,397 gallons shown on #xhibit 
"308-4" which does not include the blending stock 


of 1,375,174 gallons. In other words, it is the 


upper figure. 
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It corresponds with that 69,032,397? 

I think that is correct. 

Mie MceGRATH: That is right. The 
2,755,000 includes..... 

No, that is not right. 

Mix. MeGRATH: Ineludes British Amer- 
ican erude’ 

fhat is not right. It inoludes....let me vorrect that 
for the record. ‘The barrels shown on Schedule 3 of 
sxhibit "280" as 2,753,587 are the number of barrels 
which include the 69,062,397 galions of crude, 
absorption and crude naphtha, which were run by the 
Imperial for their own account, and in addition the 
781,253 barrels of British American crude run for 

the British American Company. 

MR. McGRATH: That is right. 

Vk. GOMMISSIObs& LIPSstt: By deducting the British 
American in barrels from this 2,753,587 then I 

should get this 69,000,000 odu in gallons? 


That is correct. 


(At this stage the Hearing was adjourned until 10.30 


A.M., 15th June, 1939). 
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| IN THE MATTER OF THE PUBLIC 
q INQUIRIES ACT 
. —and— 

IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 
The Honourable MR. JUSTICE erent! 


hairman) 


—and— 


L. R. LIPSETT, ESQ. 


Session: 


CALGARY, Alberta__ 22° 15%h, 1939 


VOLUME 
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VOLUME 78 —- June 15th, 1939. 
WITNESSES : 
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James McGrath 
See pages 9056 and 9061. 
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DR. G. G. BROWN, heving been 
rec-lled, continued ex*min:.tion by Mr. Frewley: 

2 MR. FRavLAY: Or. Brown, before we proceed to further 
put tite) tHe Pecord = Uesoription of Exhibit "309", 

I went to discuss with you whet took pl-ce yesterdy 
with regerd to the question of obtcining an estim te 

©: the British American cost, the Mayland Compsny's cost 
at the new plant, and the Lion Company's cost at the new 
plent, and perticularly with respect to wh:t was said 

Or left unsecid at thet time with regerd to the proposed 
Pmeerial plant. i take it that you do not know very much 
about the new Imperial plant? 

A Practically nothing. 

2 And that applies to «ll of us. Now if I put it to you 
that there was & newspeper announcement by the Company 
that they intended to construct either & new plant or to 
construct new some part of the present, reconstruct new, 
some part of the present plant, as I understand, to 
materially affect their operations here, if that were said 
and then assuming further that at the moment there is no 
part of that construction yet begun, now would you compare 
that situation, which is a very meagre description of it, 
I admit, compare that situation with what is in fact at the 
British American plant, if you will assume with me that 
the fires were first put under the stills on the c6oth or so 
of &pril of this year, in your opinion 4s an expert in 
these matters and a chemical engineer, is there any 
difficulty between your ability to go out and obtain 
useful information for the Commission at the British 
american plant Bnd .g° out and obtain oe information 
with respect to the new Imperial operations when its plant 


has been built? 
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A Well, my attitude ig that there is a sharp line of 
demarcation between what may be regarded as history, 
such as we have been discussing in these Exhibits, which 
represent the result of an operation which has been 
completed, for the year 19338 On one hand..ss.see. 

Yes? 

and on the other hand, in estimating on future operations 
wiich have not yet been completed, and I think that line 
should be made very distinctive; in other words, the 
operations which have been completed in 1938 are behind us, 
and it is a matter for an Beco dna to ascertain and 

figure out what has been done. The operations on the 
British American refinery, which has really not yet been connec 
6a on the stream or any other operation which has not yet 
roe scompleted. mist, by the very nature of the thing, be an 
estimate. 

Yes? 

A Now of course it is more easy to make a reliable estimate 
of a plant which is just beginning to operate, than it is 
po plenG woich exists as yet only on paper, but I feel 
that they would nevertheless both be estimates. 

Yes, toth be estimates of comparable value? 

A Well yes, an estimate is an estimate and if they are done 
with Eyal care they are probably equally reliable. 

Q Now, let me put it to you, the Commission is commissioned 
to ascertain the fair and equitable cost,at this stage of 
this Inquiry, the fair and equitable cost of refining 
gasoline ey petroleum products in Alberta, and unless the 
one with respect to which we have the history, the only 
One of which we have the history, unless it is typical, 
it is as good as the most efficient, for instance, then 
there is some question, is there not, as to the advisability 


of the Commission accepting without any further inquiry 
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the purely historical picture as presented through the 
Imperial's experience in 193%, is there, or is there not, 
in your opinion? 
Now that is a hard question, the way you put it, because 
you have an "unless", whatever phrasing you used, unless 
the past operation which is now history is typical or is... 
Sfficient? 
Most efficient. 
Yes, is the most efficient? 
Yes, inlees thateis true.......: 
Unless that 1s true; then is there not some danger in 
the Commission limiting itself entirely to an examination 
of that picture? 
Well, it is not for me to say whether or not the examina- 
tion should be limited to that picture. If I can breayz 
down your question......... 
Yes, break it down? 
Into two parts. 
Yes? 
I might give an answer which might be of more value. 
Yes, do that? —_—— 
First of all, I believe that the operation as presented 


in these Exhibits of the Imperial plant as representing 
the operation as extending during the last six months 

of 1939, where they had high throughput, the plant was 
operating up to capacity, is really a very efficient 
Operation as far as costs go, and I doubt if an analysis 
or an estimate of any other operation which is now 


contemplated will show costs that are below that. 
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Q Yes. 

r" Yes, now if we can dispose of that as one item? 

a] That is a big step forward? 

A Then the other question you asked me igs whether or not 


it would be advisable to limit the consideration only 
to that plant. 
Yes? 

A Due to the answer I have just given you that I believe 
that operation will show as low a cost as any operation 


15 
that has been contemplated and disclosed to me, I believe |) 


BG 
¢ t 


that the Commission would be safe in taking that as a 


low cost operation. 


a Yes? 

A However, they perhaps would want to become more certain | 
in their own minds whether or not my opinion is correct, that ) 
et is a low cost operation. | 

Q And how would they go about arriving at that feeling of 
security? 

A That would be by & comparison of the estimates of other 
operations, either to be built as now contemplated, or ag 
the Chairman put to me the other day, a hypothetical 
operation based on some reasonable assumption. 

Q Yes, so if you were being asked to, let me put it this way, 


if you were being asked to advise the Commission as to what 
directions they should give, or to advise me, is perhaps 

the better way to put it, what steps I should take, you 

feel you should be free, you or anyone else retained, 

to examine fully into the British American plant, physically 
as it now stands, and any figures of capital investment 
woich they might prepare and submit to you and any figures 
of operating costs which they might prepare, and submit 


to you. 
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On the plant as it now stands. 

On the plant as it now stands? 

Yell that has been done. 

The British american? 

I beg your pardon, I thought you said- "Imperial", 

No, if I did, I meant the British American, you think 

I should make every effort to have made available to you 
the physical plant itself of the British American Company, 
any capital costs which you can ascertain from the company 
to check against any capital costs which you might 
estimate yourself from looking at the plant? 

Yes. 

And any figures of operating costs which they might have 
to submit to you to check against what you might estimate 
to be the operating costs of the plant? 

Meo, - think aii such information will be very helprul 

in a thorough exploration of the situation, so that the 
Commission will havc entire confidence in the opinions 

and recommendations which I might make. 

From this historical experience and from the actual 
experience? 

TH CHAIRMAN: Of the Imperial? 

A aa ee aes 

MR. FRALEY: Now wait, let me follow you? 

I was speaking in generalities, 

Any information of plants now constructed and going on 
stream, or plants to be constructed in the future of which 
we have some knowledge. 

Yes? 


Will of course make the investigation more thorough, and to 
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¢hat extent would probably place more confidence in 


the gonclusions obtained, 


2> 


Yes, I know, but when you speak of conclusions obtained, 
you are speaking primarily of the actual cost for the 

year 1938 of the Imperial plant, which we have put in as 
the =xhibit? 

A No, let me elaborate that again, as I recall yesterday 

the Chairman clarified the situation by asking me to take 
the point of view of advising some large purchaser of fuel | 
as to what would be a fair price he might expect to pay. 


Yes? 


im) 


A During the coming year or the coming two years based on 


conditions as they now exist and as they probably will 


exist in the next year or two. 


Yes? 


cB) 


A Now, that of course is an engineering estimate and 
requires the use or the drawing of conclusions based 
upon opinion, and the more information one has to 
substantiate his opinion or to use for a basis of his 
conclusions, usually the more confidenee there is in the 
accuracy of those conclusions, 

4) Yes, but as I understand, Dr. Brown, when the Chairman 
Put that to you yesterday, you said you wougd, before 
giving an opinion of this hypothetical kind, that you 
would examine into all the operations of the people who 
would be likely in the field to supply that contract? 

A That is correct. 

Q And therefore you would want to bring, bringing you 
right down to Calgary, you would want to look at the 
Imperial plant, the British American plant, the proposed 
Imperial plant, the Lion plant, and the Gas and Oil Products || 
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Yes, and any other plants which might be proposed 

or seem likely to be constructed in the immediate future. 
Yes. Now {f think I understand that to this point, and 
you have told me what you think you should be allowed 

to do, and that you could usefully do in connection 

with the British American plant. Now then what do you 
suggest that you could usefully do with regard to the 
proposed Imperial plant? — 

If the Imperial Oil sees fit to give me the benefit of 
their estimates and their information, I will have a 
better basis to estimate the probable cost and efficiency 
of their new plant as it will be in existence in a few 
months; otherwise, all I have to go on is what you have 
told me appeared in the paper. 

Then assuming that the Imperial will give you all 

that information, then you would be able to use that in 
comparing that or putting that down beside the information 
which emerges from the Exhibits which Mr. McGrath has 
PiLed? 

That is correct, and the same statement would apply to 
the British American or any other similar operations. 
Then we come to the Mayland plant which I em informed 
yesterday has only reached the stage of the concrete 
foundation being erected for the cracking unit, but 
nevertheless you feel if you went there and discussed 

the situation thoroughly with the officials involved and 
went into the question of the capital cost of this plant, 
of the proposed operation, that you coild in that 
instance again, come to the Commission with a useful 
estimate as to what that company is prepared to produce 


petroleum products for? 
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A I understood that wes the proposition or problem 
which was put up to me, and that is the fee cae 

ia That is the way we left it yesterday? 

A And) that sis.the way Lwould,go at.it. 
And then also to complete it, also with respect to the operation 
of the Lion Company in Calgary? 

A Yes. 


Now, Mr. Chairman, that certainly clears it, and I think 


&? 


the discussion we nad yesterday, Mr. .Nolan didnot think 
that it had been suggested to his company to make this 
RenOeOl, aUrORmmation Gvailable to Dr. Brown, and lest there 
Demeanvemisunderstanding at all -either,on the part .of 

Mr, Nolan or the, other companies, I think it should be 
made very clear, and [ should now say to Mr. Nolan, 

in view of Dr. Brown's statement, as I have said to 

Mr. Harvey, and indeed I have mde some progress with 
Mr. Harvey, that the information which Dr. Brown has now 
intimated he would like, I would like that to be made 
available to him, either here or in Toronto or at 

Ann Harbor at the earliest pocsitile moment? 

MR. NCLAN: It is not quite enough 

to say "Mr. Nolan did not think", the fact was we were 
not asked for it. 

MRe PRA DY: I read the record this 
morning and I gannot dissgrce. 

MR. NCLAN: I do not mean only on the 
record but at no time during these proceedings. 

MR. FRAWLEY: Ch no. 

MR. NCLAN: We were asked to prepare 
what was our experience in manufacturing costs, and to 


the best of our ability we have done that. This is new. 
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MR. FRAWLEY: Oh, it was new from yesterday, 
certainly. 
THE CHAIRMAN: This body is probably respons- 


ible for that, Mr. Nolan, and we were just thinking of 
things as we go along. I take it there will be no 
difficulty making available to the witness the information - 
which he thinks would be helpful to hin. 

MR. NCLAN?: I have not had an opportunity 
SO Ciséuss this matter with my client, but I do not think Soe, 
MR. FRAVLSY: I think all we can do is 

to ask Mr. Nolan. 

MR. NOTAN: Up to the present, they have 


been very Neiorul., 


MR. FRAWLEY? Oh yes. 

MR. NCLAN?: | At every stage. 

MR. FR TLEY: Oh Yes. 

TH CHAIRMAN: From the standpoint of your 


company, Mr. Harvey, I presume you see no difficulties 

in, the way? 

MR» HARVEY: I think they will co-operate 

in anything of that kind. 

HE CiL.IRMAN: Yes I. feel quite sure 

they will, and you do not anticipate any difficulties 

in any examination Dr. Brown wishes to make, that will 

be made possible through the co-operation of your client, 

Mr. Shaw. 

MR. SHAW: No, I do not anticipate any.I 
have not spoken to my client about it, but I will be very 

mea (todo 10. 

THe CHAIRMAN: Oh, I think from) the epieis 


in which this Inquiry has proceeded thus far that you 
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need not anticipate any difficulty from any responsiple 
company in giving us or any expert witness you may call, 


any information which he thinks may be desirable. 


MR. FRaVLEY: No. 
THE CHAIRMAN: That has not been anybody 's 


attitude, and I am quite sure it will not be. 
MR. FRATLEYs. No, I am trusting it will not be, 


anc. 4. 00snot think it will be. 


A} MR. FRAWLEY: Now, Dr. Brown, will you complete your 
discussion of the Exhibit "303"; we had just reached the 
very vital part of it yesterday afternoon, and we had 
Only completed the first page, Page 308 (A)? 

A I think I have this matter straight, we were just discuss- 


ing the balancing ofthe ,of referring to "302" (A), which 
I think was the last one, I think the last statement which 
was made was the 69,032,397 gallons, shown as the total 
quantity of crude oil, absorption naphtha, and crude 
naphtha processed for the Imperial Oil Company when 
converted into barrels, amounted to 1,972,354 barrels, 
and that the total amount of crude oil, crude naphtha, 
and absorption naphtha that was processed by the refinery 
is then obtained by adding to that figure,1,972,554 barrels, 
the 731,233 barrels processed for the account of the 
British american Oil Company, and that the sum Of those 
two figures equals the 2,753,5°7 barrels shown in the 
Ginst Line of Schedule 3, on Exhibit "290". ..d believe 
that was your last question, so that that really completes 
the explanation of Sxhibit "300" (A). 

Now, referring to the 
Exhibit "308" (B), this is a statement of the gross 


income less freight received by the Imperial Oil Company 
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for the products sold for their own account. On the 
left-hand side of the sheet are those that were sold 
through their own markcting orgunization , and on the 
right-hand side are those products that were sold through 
Povver Ss, tne TOual Sales under gasoling..c.<svss 

If you take the gasoline purchased and exvlain that 
thoroughly, then the rest follows on, would they not 
then be self-explanatory? 

I think so. 

Yes? 

mnie gasoline here includes all of the brands of gasoline 
sold and the sales have been totalled, both as to gallons 
and to amounts. The item plus freight which is added in 
as the second item under the return for the gasoline is 
added in for the reason that the totel sales as reported 
Poy vne bare Ligie cdo’ not include the item of freien, 
which has been taken out of the totcl sales, and put in a 
separate freight account as I understand it, and that 
freight on the Ioco naphtha should be added in as part 
of the additional receipts because that item was previ- 
ouSly subtracted from the receipts and »ut into the 
freight account, so that to the amount shown as received 
for the total sales of gasoline, is added an amount 
equal to the freight which was paid on the Ioco naphtha. 
And solvent oil? 

And the solvent oil, the other blending stock. Then 
some gasoline was sold through their own marketing 
organization from Coutts. That is subtracted from 

the gasoline sold, the total. 

From the Coutts refinery? 

From the Coutts refinery. In order to arrive at the 


quantity of gasoline and the amount received for that 
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gasoline which was sold from the Calgary refinery. 

Yes? 

You will note that apparently no such sales were 

made to jobbers but were made only to their 

owh marketing organization; in addition to that, at 
various times, aponarently purcheses of gasoline were made 
and in turn sold tO their marketing organization and 
also to their jobbers, so that these outside purchases 
should be also subtracted from the total amount of 
gallons and also from the total amount received in order 
to arrive at a figure representing the quantity of 
gasoline sold from the Calgary refinery am the dollars 
received for that gasoline. 

Now, in the present anaiysis 
the sales made to the marketing organization are priced 
On 6 different basis than the sales made to jobbers, and 
the only accurate or reliable way to estimate or to 
determine rather the value of the products made by the 
refinery is to determine what price was received for 
those products when sold to the jobbers or some other 
purchaser, not simply another division of their own 
company, so for that reason the left-hand side of the 
sheet, Exhibit "308" (B) may be neglected insofar as 
any further discussion is concerned, and we can confine 
our attention to the quantity and the amount under the 
column headed "Jobbers", because the selling of the 
product of the refinery to jobbers is the only satisfactory 
way of determining the market value, and therefore the 
actual value of the product produced by the refiner. 

At the refinery? 


At the refinery. 
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Now the 13.39¢ though, where does that fisure come from, 
that is the price per gallon for the sale to the market- 
ing organization, now where does that figure come from, 
it is shown as the price, as the per gallon figure of 
the total sales to the marketing organization? 


I understand that corresponds to the tank-wagon price. 


MR. MCGRATH: Thatvis right. 
MR. FRAVEEY: 3 If we know it is not 


sales to the marketing organization? 
MR. MCGRATH: LG) iS NOG . 
VITNESSs ft is a sale by the company, 


sales made by the company through its marketing organiza- 


tions 
MR. MCGRATH: The GSC Len i. 
Me) PRY Oe BoteoLh we Gatended. to 


represent the refinery price. 


MR. MCGRATH: No, no. 
STENESS : No, no. 
Mes eMGGRATH: The marketing expense has 


not been deducted from that, Mr.Frawley, that is just, 
it shows at the top, the gross income less the freight, 
Sales tax and packages, but there are no marketing 
expenses in there. It is a realization by the Marketing 


Department. 
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A In other words the marketine denartment is part of the 
Imperial Oil Company and the 13.89 cents represents the 
amount received by the Comoany through its marketing organizZ- 
ation by sales made through the marketing organization. 

That does not represent the value of the gasoline at the 
refinery but rather at sone other point in the province 


and is really the net tank waggon price. 


57) 
ev 


MR. FRAWLEY: I think I understand it. 
But let me ask you this. I am a little bothered as to 
Moy PLoS In envS Teen PPG? 

A Mem LMNcaias yt bit." S0e''(b) as, I understand it’is’a 
complete report of the sales and gross income, less 
freight, as received by the Coipany. 

Q Yes, I am only asking these questions to understand. 
iwemmotrcruiical. i) put this  Exribit #508" iCal) ‘and 
(c) is to lead to a determination of the company's 
Bet inery. .orocit? 

A That is what I am using it for. Tt may be also used for 
other nurposes. This same information may be used in 
determining the profit of the marketing division. 

Q But you put it a moment arco that we could disregard the 
information contained on the left hand side of the sheet 
Exhibit "308" (b) for our further consideration of the 
Treiinery profit? 

A That is right besause the value or the market price of 
the material produced by the refinery must be determined 
by what some outsider is willing to pay ond did pay Lox 
that material at the refinery. 

Q You are arbitrarily regarding the marketing organization as 


though the head of that organization, ur. Halverson, were a 
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jobber and purchasing at the refinery door his require- 
ments from the refining devartment? 

In other words we are trying to make the marketing 
department stand on its own feet. 


For the purposes of arriving at the refinery spread 


as distinguished from the marketing spread which we will 


discuss later? 

We have 2 Pope ty spread or increase in the velue of 
the crude and other material as it passes through the 
Per ivery.. in other words, the refinery spread is 


the a en gal Iu aeistah J Gis ror the, oepoductedicom 
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one barrel ‘ae erude oil at the refinery minus the cost 


rescecnemensais rcenciuinouirineb tet Bet 


of ona barrel of erude. oil at the refinery. 


\ eecrasaasernire racy nee iresiem vhs 


Yes, dee me put this to you as to whether it is the 
proper definition of spread insofar as we have any 
interest in it in this refinery in this orovinee, It 


ods the difference between She. coss.\of' the refining 
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Between the cost of the refining materials? 
Refining? 

Refining materials. Crude oil. 


TH CHATRM AN: 4re you saying the 


refining of materials or the cost of refining materials? 


MR. FRAWLEY: No, whhnad(is.6n 
adjective. Refining materials, the erude oil. 

All right. 

The aifference between the cost of refinins materials? 


You mean raw materials. 
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Q Yes? 

& Such as crude, naphtha and absorvtion. 

Q Rieht. And the realizations from the jobbers at 
the refinery, all realizations on finished products 
from the jobbers at the refinery? 

A Yes. That term "refining materials” is rather con- 


fusing. 


Q What should that be Dr. Brown? 


A I would say crude oil, nayhtha and absorotion. 
Q Yes, I see. The difference between the cost of crude 
Gi hs “Yess 
A And naphtha and absorption. That defines it well enough « ) y 
Q On the one hand and the realizations on the finished | 


products at the refinery from jobbers? 

A That is right. 

Q) Again treating the marketing department as a jobber. 
Oh, I doubt noW whether that helps. 

A The marketing department has to be divorced from the 
refinery on some dasis in order to make an indpendent 
study of the refinery. It seems that the only logical 
way to do that is to divorce it entirely and assume that 
the refinery received for its finished vroducts a price 
that it received from the jobbers at the refinery door, 

Q I think perhaps that does hot help for me to say ~---- 
well I will yusineave it as jobbers. Reelizations on 
finished products from the jobbers at the refinery. In 
other words what you call the refinery spread is the 
difference between X cents, which is the cost of crude 
oil and naphtha and absorption going into the refinery 


at the entrance door and what it gets from a jobbei or 
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all the jobbers combined at the exit door of the refinery? 
That. is right. 

TH CHATRV AN: All thet we are saying 
presupposes the necessity for there being jobbers, which, 
I suppose, will at some time be discussed? 

MR. FRAWLEY: In the marketing 
discussion, Oh yes. 

THe CHATRMAN: BASE ie Tore 

J think I understand your statement. I do not want 

you to feel that this price that we are arriving at is 

a price which would be different if there were not jobbers. 
Yes, I see. 

It is a price or value received for ths finished prodcuts 
at the, retinery, It is impossible to arrive at that from 
the marketing organization of the Imperial Oil Comany 
itself unless we know how much cost there was and what 
profit there was in the marketing division of the Imeerial 
Oil Company. Now the jobbers have to bear their ow cost 
and their own profit, after payinz a certain price at the 
refinery. aénd it seems thet is MS ia fair value to put on 7 
the products as oer Dy) Lire refinery. Then if the 
marke tine division ‘of ee Tmperial Oil Company has been 
able to operate on less moncy than is represented by 

the difference between what the jobber paid and what the 
marketing department sold the products -for, then the 
marketing department is making money and the prorit 

made by the marketing department should be cha reed 
against, or credited to the marketing denartment and not 
to the refinery. 


Yes. What we are momentarily concerned to arrive at 
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then, is the price paid by anyone whether called a 
jobber or not? 

Pere LS de HG 

At the exit door of the refinery? 

That is right, 

And that is arrived «t, I take it, by determining what, 
so well as one can, what the produot has cost to create 
from the crude article, making an allowance for such 
proper profit in respect of the operations there might 
be. I mean knowing what is sold to the jobbers for 
alone does not matter, does it? It may be sold to 

them too hieh or too low? 

What you have stated would be the way a orice controlling 
commission might look at any operation operating more or 
less as a sublic utility. But what IT have done here is 
the exact = or what is done here is the exact reverse 


of that. In other words, we are tryinz to find out how 
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much the ae ery made from their cperation at the refinery... 
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And see is that Qa fair peas 


Ae acnete, 


ane come back and seo whether that is a fair retum or not. 
Lt ue eos to the same answer but travelling the roa 

in the opposite direction. It seems it is ebout the 
only way we have of going at it. Because we know what 

we have paid for the crude and the naphtha and the 
absorption and by this “xhibit "508" (b) we can determine 
how much they received for the products sold at the gate 
of the refinery. 

You say if the jobber or anyone standings in his shoes 


was charged too much that would be reflected in what 


were seemingly excess profits? 
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A That is right. 
By the method by which you approach it? 
A Yes. 
@) At least by the method by which it has been approached 


and into which you are asked to exanine? 


— MR. FRAWLEY: in commencing a 


study of these costs, IJ understand you found there was 
really no such thing as 4 refinery tank car price, for 
your purposes? 

A Yes, that statement is correct. That vrice is based 
upon a tank waggon »nrice less certain discounts and with 
some freisht anc taxes involved in there. 

Q But 1 mean to say, that is not just quite what I meant. 
In the United States there is a well known cquoved posted 


tank car price at the refinery? 


A In some areas. 

Q In some areas at which any person can so and buy? 

4 That is right. 

0 Did you find there was any departure from that situation 
when you began a study of this Imperial situation et 
Calgary? 

& No, I have not investigated that thoroughly but it is 
my information that practically no gasoline is sold that 
way in Calgary. 

Q Yes? 


We find that same condition in parts of the United States 
also. That all of the gasoline which is sold is sold 
either through regular jobber contracts or through their 
own marketing organization. 


Q Now is that why then you teks these jobber contracts 
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and made them, as you might say, the vosted tank car 
price at the refinery for your purposes of determining 
the refinery spread? 
Yes, that Vs correct, that there is no »nosted price at 
the refinery at which jobbers and other »veople can buy. 
And so for your »urnoses you take, you regarded the 
marketing department ~ you divorced the marketing 
department from the refining devartment itself for the 
purposes of arriving at the truc refining spread 

as distinguished from the true marketine spread? 
Yes, 
snd that is why you have laid emphasis on this jobber 
price. That to you is the effective tank oar price at 
the Calgary refinery? 
Yes. “tr i understand you, yes. 
I think this should be cleared up now, PT hope. LG De nos 
getting too much into marketing. If 1 do not. eo beyond 
Exhibit "257", which is a sheet of posted »orices generally, 
and if I merely put this information to you which you will 
have to assune with me, Dr. Brow, as correct until it is 
put into the record as evidence, if you assume with me the 
posted tank car »nrice on “sso? 
Tank oar? 
Tank car price on sso and Three Star gasoline is 1= cents 
under the posted tank waggon you wovld isumediately reject 
that as the effective refinery door »rice? 
Unless practically all of ths refinery »roducts were sold 
on that basis. 
That is true. But if there were added to that that 
practically no part of the »roduct is sold on that basis 


then you would pay no further attention to that? 
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A That would have no sisnificance in determininse the 
refinery price. 

Gi nd’ if put it to you that was the vosted tank car 
price of these two gasolines, then I presume you would 
say there is no tenk car price as far as that foes? 

A THRat 2S Tight. 

Q And if I put it to you that the Company for what it 
calls its Renown Feél end Renown Gasoline, which is 
a brand which they sell to certain jobbers - if you 
take it from me that is so - the tank car »rice on 
that is 35 cents under the »osted tank waggon »vrice 
of Esso and Three Star, would you again say it was not 


as far as you were concerned the effective tenk car 


vrise? 

A Unless appreciable quantities were sold on that basis. 

q And if they were not anpreciable, but if they were a 
minor part of the output sold on that basis would you 
again reject that and go to the contract jobber price 
and us e that? 

A I would take that into cosideration, whatever minor 
factor it was. These prices have not been arrived at 
by any consideration of tank waggon price. ‘These 
represent the averages per gallon on the dollars 
actually received by the company in 1938, 

Q From jobbers? 

A From the jobbers, yes. 

Q Let me understand it? 

A In other words, it is not taking the tank waggon nrice 


and taking any spread or any freight, because these 
spreads and these freight allowances may vary through 


different »arts of the province. This is history, the 
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actual dollars received. 


Q) At the refinery? 

A At the refinery from the jobbers. 

Q, aven though the method of quoting the price to the jobber 
under these contracts may be so much under the tank waggon 
at destination, that is a mere circumstance? 

A Yes. To be specific, there may not have been a single 


gallon sold from the refinery at 8.96 cents indicated in 
the first line on Exhibit "308" (b) but in the ageregate 
all of the gasoline sold to the jobbers would have netted 


back under these conditions that 8.96 cents. 


of course but it may be that this does not help at all 

but only confuses us, I want to know why you have rejected 
that gallonage that is sold to certain jobbers 3: cents 
under the tank waggon? 

A I have not rejected it. I have rejected nothing. Every- 
thing has been included in here. If we were to take these 
various tank waggon prices anc these verious discounts and 
freight allowances, I would have to know exactly how much 
gasoline was sold on each one or these cuotations. 

€ MR. NOLAN: And this would be the 
answer? 

A This would be the result and that would be a very difficult 
way to get at it. 


ER. FRAWLEY: You say this is in there. 


Now perhavs I should clear this up. If Mr. MeGrath can 
help me I wish he would. Jt may be thnt this Renown 
gasoline that I am nutting to you is not sold by the 
Imperial at all but by one of its subsidiaries and that is 


perhaps why it is not in there at all? 
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A Tt would not make any difference, if it was sold and 
produced by this refinery at Calgery. If it was produced 


at the refinery eat Calgary and sold to the jobber it is 


in here, 

Q MR. SRAWLSY: Mr. tieGrath, you could 
clear this up. I understand what you call Renowm gasoline 
ond is now being sold to the Gas % Qil Products at 3% cents 
under the nosted tank waggon of “sso and Three Star? 

A I do not know, 

8) chat 1s wnat Mr. Galverson told me. “here is thet in 
there? 

MR. MCGRATH: This is the average of 
all these sales. rhatever these prices are’ there, 

Q 3% cents? 


MR. CGR THs Tt is an average of 
3211 the sales made to jobbers. 

Q 8.96 cents? 

A MR. MOGR&STH: 8.96 cents is the 
average of the whole business. 
LiR.e FRAWLEY 3 Thank you very much. 


DA. SRO, recalled. 


Q VR. FRAWLEY: Now then, how far had 
we got along on -- 
A I believe I had just finished stating thet the gasoline 


bought by the Imperial Oil Company and not »vroduced at 
the Caleary refinery and in turn sold throuch their 

ow marketing division or to ths jobbers is deducted 
both in quantity end in receipts. So that the last line 
under gasoline representing those totals shows on the 


left hand side the totel quentity of gasoline sold by 
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the marketing division which was »roduced on the Calgary 
refinery. And the next line the total amount of monay, 

in this case including freight on the Ioco naphtha which 
was received for that gasoline, and by dividing the last 
figure by the former we find an average of 14.13 cents 

per gallon as being the average received by the marketing 
division of the Comnany for the gasoline sold by the 
marketing division that was »roduced at Caleary. But 
because that includes marketing osts and marketing 

prefits and other things that figure is not considered 

in arriving at the refinery return for the finished 

product sold at the gates of the refinery. The column 

at the right hand headed "Jobbers®” shows 18,182,000 plus 
gallons of gasoline sold to jobbers as »roduced from the 
Imperial Refinery at Calgary and for that an amount equal 

to 41,655,C0C.00 was received. “hich means on an average 
in the sete cwegaeen was received from each Imperial 
gallon sold from the Calgary refinery to jobbers and similar 
purchasers, 

Yes. Now this is the average returm at the refinery, sale 
price at the refirmry, 9.1 cents for all gasoline, the 

three gasolines as you understand it and as I understand it? 
Yes, that is right, as sold at the refinery to jobbers and 
similar purchasers. 

The importance of that is that that is the figure you are 
going to pursue alone through to the end? 

That is then the value of the gasoline that was produced 

by the refinery. 

Yes, and there is no acsount taken of the differential that 
is received at the refinery for @sso gasoline as distinguish 


ed from Acto or third structure gasoline? 
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That is all in there. 


That is all in there? It is just 18,000,000 gallons 


of all kinds of gasoline were suld and 41,655,090.00 was 


received from the jobbers for all that gasoline? 


That is right, 
And simply one is divided into the other? 
That is right. 


And in this statement there is nn attemnt made 


and as 


I understand it is impossible to show and would serve no 


purpose to try and show what these jobbers paid for Esso 


gasoline as distinguished from what they paid fer -- or 


could that be done? 


C4 2 e ° 7 e | 
There is no purpose in doing that if we are trying to }| 


arrive at the refinery spread. 

The refinery spread? 

Besause whatever the refinery sold it sold and 
it received it received. 

Whether it sold :roducts (a), Esso at too much 
as compared with Three Star and Acto, is Gr no 
to you as far as this study is concerned? 

NOe 

Whether it is that third structure gasoline is 
too low in comparison with what price is being 
the Three Star and Esso that is another way or 
same thing, that is of no importance to you 2 


study. 


i 

i 

i 
whatever 
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importance 


being sold 
charged for 
saying the 


making this 


That has not been considered at all in arriving at this 


refinery spread. That is really another question. 


MR. COMMISSIONER LIPSETT: Would it not be important 


to get that figure broken up. Supposing the spread on 
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lower grade gasoline in which there is some competition in 
this province was tco low and the spread on the higher 
types was too high, would it not be of importance for 
and for you to consider? There are three praiee T under- 
stand and so far we have heard there is competition in 

the lower grade. In fact it was suggested that the third 
structure gasoline was being sold too low at present 
prices. Don't you think it would be important for you to 
be able to consider that and get that figure broken up? 
For a different purpose, yes. That is if you are con- 
cerned with competitive conditions and what cffect these 
porpetitiye conditions might have on the different prices 
received for the different products, it is &@ very important 
consideration. To make my point clear. Let us suppose 
that there are some plants which are ecuipped only fox 
producing third grade gasoline and a fuel oil. ‘That may 
not be true but let us make that assumption for the sak 

of the discussion. If there are a number of those plants 
operating there will then be a large production of third 
grade gasoline and fuel oil and all of that material 
seeking a market will tend to decrease the orice of thi rd 
grade gasoline end fuel oil. So that the refirers who 
are equipped only for making third grade gasoline and fuel 
oil have no other opportunity for making any profit or 
making their expenses except from what they can get for 
third grade gasoline and fuel oil. If there was a 
reasonably good demand for extremely high quality aviation 
gasoline and only one refiner was in the position of prad- 
ucing this high quality aviation gasoline, he might be in 


@ position to charge a sufficient price for this premium 
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aviation gasoline to make a profit on that which micht 


1 


compensate him in such a desree that hs could afford to 
continue selling the third,;erade gasoline and fuel oil 
at prices where the Other refiner really could not make 
his expenses. I believe that is something thet was in 
your mind perhaps?. 

Q Yes, there were two thous shts I would like to get your 
Opinion on at some CE a One is that varticular 
question as to whe ther ‘a coupe td tor who only sells 

third erect is hatin a fair price, or whether 

that present price,if tgo low, is forced on the Imperial 

Oil by reason of these other refineries that only produce 

third structure; . or ee alternative, whether they 

do that with a view of exercising perhaps too much 
pressure, too much competition on these small competitors. 

Then as a second line of thought that one mirht like you 

to consider and that is if the sale price of third 

structure gas is the current orice whether then the t 

sauaad heving ‘regard to manufacturins costs is correot i 

or if too high between that third structure and the 

scamderd and the Isso? 

Pair question really. can be answered in a satisfactory 

manner only on the basis of one assumption or another, 

mn other words, we can assume that it is a condition 
of free ode SEA REISE in which case Sener y body, charges 
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what the traffic will bear anc the con sumer has as , 
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premium gasoline might be very high and the money made 


on selling that high grade gasoline would compensate 
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for the low price received for the third structure, and 
the orice received for the aviation gasoline as compared 
to the third structure would be entirely out of line, 
perhaps, in relation to their cost of production. But 
it would be 4 fair price based on the competitive 
conditions, Or we can take the opposite point of view -- 
Really in that particuler instance it is a fair »vrice 
based on the fact that there is a monopoly in the aviation 
gasoline, in your hypotheticel case is it not? 

You mean -~ 

In the case you gave us there is only one company 
manufacturing aviation gasoline and thet would creete 

a monopoly as far as the aviation gasoline is concerned? 
That is right and because the aviation gasolins is 
selling at a high price there is a large profit in it 
the assumption is that there will be immediatcly or very 
sha tly brought into the field another producer of that 
product and tha that vrice will come down. If we have 
more than one »roducer or menufacturer making all of 

the different products then we do have a state of 
competition. Now we can look at it fron the opposite 
point of view, that is the capital, the cosi of 


eel 


Daun iow aia a reasonable returm on the capital 
investment. In other words, regard it as a oublic 
utility. In that case if we have more than one refiner, 
and we have one refiner producing third structure arm 
fuel oil only, we then would have to fix a price that 
would keep him in business gettine a fair return and 


the nrice that would be fixed would be a price that 


would keep the highest cost sroducer in the field and 
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hen we have a higher price perhaps for third structure 

ad a .zower price for aviation gasoline. Now the way 

t works out on paper in the ideal case is that if all 

he material, if all of the rroducts recuired by the 
erritory to be serviced are produced by more than one 
ompany, we should find substantially the same price 

ne to that competition as would be arrived at under 
onditions of a oublic utility when the cost of pnroduction 
as been correctly determined and the prices fixed accard- 
Seaye Inet is the ideal solution to it. Now, of course, 
mder conditions of free comretition where there is only 
@e company capable of producing all the products that 
empany will have an advantage in those products in which 
fiere is no competition. So that if we have a competitive 
Badttion in this territory on the various products of 
@soline and refined oil and tractor distillates and other. 
woducots the free conditions of competition will strike a 
blance between the selling price of those various w oducts, 
mich will not always Be actuelly in line with what the 
est of production will be, but there will be a balance 

© that in the aggregate there will be a reasonable return 


) 
© the capital invested. \ 
pa") hat is on the assumption of competition? || 


i | 
i 


A fat is right. i 


( At this stage the hearing was adjourned 


until 2:00 P. Me) 
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(EXAMINATION OF DR. BROWN CONTINUED BY MR. FRAWLEY) 


MR. FRAWLEY: Now Dr. Brown, would you 
somplete your discussion of 508 (C)? 

308 (C), I had not quite gotten through with "B", had we. 

Oh yes, we had finished "B" T think had we not? 

THE CHATRMAN: The second page. 

MR. FRAWLEY: Yes, that is right, I am sorry. 
I believe about the last thing we were discussing was the 

9.1 Gents per gallon as the average return to the refinery 
for each gallon of gasoline regardless of siesta that was 
sold to the jobbing trade. 

Yes? 

And I think I pointed out that if we did a break-down of this 
figure into the three different grades of gasoline and then 
figuring it back we would have the same composite average as 
we get this way, that for the purposes of determining the 
refinery spread there is no utility in analysing whether it 
is third grade, standard or premium grade gasoline, it all 
comes back to the same figure. 

Yes, and I would like to and I would like, after you have 
said everything you want te say about this sheet, function~ 
ing as demonstrating the refinery spread, then IL would like i 
to go back to that again, to the discussion we had this 
morning? 

fll right. Now the same method is applied to the refined 

cc a there is no necessity of going through it in detail 

but it shows for the jobbers that the price is 11.61 cents, 

in the aggregate for all of the refined oil sold from the 
Calgary refinery and for the tractor distillate it figures 


at 7.01 cents and for the light fuel oil you will notice 
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there is quite a difference, that is all of the sales of 
light fuel oil @s sold to jobbers brought back a return 
averaging 15.10 cents per gallon but that a relatively 

large amount of that, bj all odds the major part of it, 

was sales of outside purchases and if I understand the 
situation correctly, these outside purchasers were sold in 
territories where the price of the light fuel oil was 
relatively high and that there was very little sale rel- 
atively speaking of Light fuel oil from the Calgary re~ 
finery and what was solé was sold at a much lower price than 
that 15 centse It figures out that the average price of the 
light fuel oil as prodused and sold from the “algary refinery 
18 6622 centa. . 
Yes. 

MRe #RAWLEY: Now I think ir. McGrath had 
better, for the record, he made this statement for us the 
other day and if you do not mind you might explain that fur- 
ther discrepancy, Mr. hieGrath. 

MRe MOGRATH: The outside sales of ¢726,321--= 
MRe FRAWLEY: Gallons? 

Gallons, for which we received %117,709.65 was the sales of 
light fuel oil in the North iWest Territories produced and 
sold by the North ijest Company and as the accounting is done 
in the Calgary office or in the Edmonton office it has been, 
it was incorporated in the Hdmonton sales and in this method 
we have eliminated the sale of that product; in other words 
the North est Company did not do any accounting, they had 
no money as a matter of fact, they sell the products and the 
accounting is done by the Edmonton office and that is how it 
happens to be in this figure, otherwise it would be stripped 


out and would not affect the figures one iota. 
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Q (MR. FRAWLEY TO DR. BROWN) That is the explamtton you 
wanted? : 

4 | That was what I was trying to say. Now bunker fuel oil was 
not sold to jobbers and is shown Sp the price to the market~ 
ing department as 3 cents; the refinery consumption is the 
value of the refinery gas and fuel used in the pefinery ope 
erations and because that gas is credited as one of the 
products of the refinery operation it is in here as 1.34 
cents per gallon and similarly the asphalt and coke. Now 
the total gallons, we will find it is the last column, te 
cludes crude naphtha total sales, the last item of 2,609,416 


gallons, which does not represent products made from the 


crude which is processed at the refinery and should not be 
ineluded in getting the total gallons processed at the 
refinery; furthermore there is some coke which was sent to 
Regina to the extent of about, is it 70,000? 
MR. McoGRATH: 70,050. 
wI TN ES8; It does not show on the sheet. 
MRe MoGRAT H: That is right. 
WITNESS: So that the total gallons shown 
on the last column will be the sum of all the items except 
the last one and the addition of 70,050 gallons, making a4 
total of 68,568,351, which=---- 
Q MR. FRAWLEY: Instead of 71? 
A Tt will make the total of 68,568,351 instead of the 71,000,000. 
Q THE CHAIRMAN: What are those figures again? 
ve) 68 ,568,35l1,which ia.in check or in agreement with the total 


Bales shown on Exhibit "308" A, the firat column, tho dif- 
ference being the 70,000 different gallons of coke which was 


Bent to kegina, it appears on "S08" 4, but it is not includod 
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on "308" B, which should be added in, and the 2,609,416 
gallons of crude naphtha, which is on "308" B, but is not 
on the refinery production, Exhibit ngogn A, because it is 
simply material brought in and sold without really being a 
refinery production, so that these figures are in agreement 
with those explanations. 

Now the next page, "308" (Cc), 
shows how those returns were used in determining the refinery 
spread. | 

The last price given per gal- 
lon under each of the various items of "308" (B), is repeat- 
ed in the third column of "308" (C). For example the product 
gallon was found to bring an average net return of 9.10 cents 
on Exhibit "308" (B) and 9.10 cents is listed under the 1938 
realization in the third column, the second column of figures, 
oa S08 160) 

Q Wight I interrupt, you are now using the 9.1 cent which we 
find on "308" (B)? 
Yes. 


To be the average realization on gasoline from jobbers? 


That is right. 


Oo +>: OH & 


But you are taking the figure of gallons which you are using 
of 42,745,113 as what? 
A The total production from the refinery. 
Q Both to the marketing department and to jobbers? 
‘Yes, in other words, we are pricing the entire production at 
the average price ae from the jobbers. 
Q That is it, this is whore you are referring to Mr. Halverson 
as a jobber? 


A Yes, at least he is not part of the refinery, put it that 


Waye 
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Q That is right? 
the refined’ oil is li.61; the tractor distillate 7.01: 
the light fuel is not given there. I have lost that. 
MR, MoGRATH: There was a reduction in 
price on light fucl oil this year, the carly part of this 
year and we showed ire Cottle the figures on that and I 
think he was content with them, is that right. 
WITNESS; Then the figure on the light 
fuel ofl---- 
MR. LicGRATH: And the bunkers, the same ways, 
there is a slight reduction on that. 
WITNESS: Then the figures for the light 


fuel oil and the bunkers do not represent the price during 


1938. 
MR. weGRATH: That is right. 
WITNSSS: And therefore no price is 


listed in the 1938 realization. 
MR» MCGRATH Treat is right. 


Q (MR. FRAWLEY TO DR. BROWN): Can you get it by simply 


dividing the two? 

A No, it is right there, lhirs Frawley, under the 1938 realiz- 
ation there is no figure given for light fuel oil and for 
bunkers. 

Q Earths "S08 (Cy? 

A That is right but if you go over three more columns you 
will find under realization, including blending stocks per 
gallon, you will find 4.55 for the light fuel and 2.772, 
which I understand isp the vealization used for those two 


products, but that is not the 1938, that is the current 


realization for those. 
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MR. MaGRATH: That. telri ghey 
Q Re FRAWLEY: I do not see it at all, can 


you take--- 

A The figure on "308" (B)---- 

Q Can you take the 4.55 and move it over? 
THE CHAIRMAN: Not without a different head- 
ing because it is in 193A. 

A That is right. 

Q MRe FRAWLEY: You could do this though , you 
could take under, across the line opposite light fuel oil, 
you could put 6.22? 

A For 1938. 

Q For the 1948 realization? 

A That is right. 

Q And then som: thing in red showing the price adjustment in 


June, 1938? 


A No, not in June 1938. 
WR. MCGRATH: BS ae gS Fo tg 
Q MRe FRAWLEY: Well some priee adjustment to 


be taken away at some date? 


Bi) It would be 1939, would it not? 
MR. MGGRATH: That is right. 

Q MR.» FRAWLEY: And then something for selling 
expense and then come to 4.55? 

Jj That is right. 
S11 right? 
And the same statement would apply exactly to the bunker 
fuel, that is the price used ia not the 5 cents or any 
other figure shown on "308" (B) but is a price representing 


that currently received for the bunker fuel. 
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Refinery consumption is 

Carried through at a constant value of 1.%400 cents; 
the asphalt is in at the 8.61, which represents the price 
received from their own marketing organization as no 
asphalt was sold to the jorbers and coke the same way, 225900, 
and then the loss of 4,158,593 gallons is also added in and 
we have as a total gallons produced, 68,491,811, including 
losses; to that is added the unfinished stock and we get a 
figure of 70,407,571, which is the same figure as appears in 
the last column of "308" (A) which is the production, ine 
Gluding bending stocks and loss. 

Q In the year 19387 

A In ine year 1968, which again ties the various Exhibits to- 


gether. 


Now the 1938 realization on 
gasoline is shown as 9.1 cent. That is the actual average 
realization received during the year 1938. In June 1928 
the price was decreased so that there is a correction ap- 
plied to this figure of 9.1 centsto bring it down to what 
the average realization would have been in 1968 if the price 


structure as existed from June to the present date was in 


effect. 
@, Why do you do that or why did they do that? 
A That was done to bring all of these realizations up to the 


present current conditions as of June , 1939» 
Q The last half of 1938 being the same as the year 1959? 
4 The same as the present. 
Q Tt wae to give the Commission the present day picture that 


that adjustment was made and you Shought to find out, and 
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this whole Exhibit "308" (C), docs seek to demonstrate 
what wots have been the realization if that podtineion 
made. in June 1958 had been made on the lsat of January, 
1928? 

A ‘That ip right. In other words it represents actual present 
conditions on the assumption that the same ihipupnen tte 
going ‘through the refinery now as went through in 1938, or 
a put it the ae way, what would have happened in 1938 
if the prices during the entire ycar 1938 were as they now 


area 


(Go to number 9060 ) 
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In other words, you would have only for the Com- 


RB) 


mission a picture with a refinery spread and a 
-refinery profit, as of 1938 which could not have 
well been taken as today's experience, but this 
exhibit here has veen an attempt to permit the 
Commission to quite safely teke the stetement as 
representing today's operations’ 
4 That is right, end this figure in red under the Column 
Less Price Adjustment June 1948, which is 42/100ths 
of a cent for the gasoline, is that senpoeeles or 
adjustment made in the average price actually received 
through 1938 to make .it equal to the price that would 
have been received under these conditions we have just 
discussed. Similarly the 2/100ths for the refined 
oil, and for the tractor distillate, for the light 
fuel oil and bunkers, the current prise is given in 
the next column under realizations, and no adjustment 
is made in those. Refinery fuel is evaluated the same 
price. The column of red figures with small numbers 
varying from about 1/100th of a cent for the trector 
distillate up to 18/100ths for asphalt, represents 


loading which was included in the 9.1 cents, for the 


— 


staff required to keep records and look after the sales 
‘ito the jobbers. It is properly a Sales uxpense and the 
| Wane uh ebr practice of the Imperial has been to take 
aad of these Sales ixpense items out of the refinery 
operations. I believe you may recall I mentioned the 
other day that the common practice in the states is 
usually to include certain Sales dxpense and this is 
Gonsistent with the stetement I made the other day that 


there is no Sales Expense ingluded in these refinery 
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spreads and in these refinery figures as given. 
So that the net realization under these current 
conditions for 1938 production would be as listed in 
the next column under head "Realization, Including 

Blending Stocks per Gallon," which is 8.66 for the 
gascline end iisao for the refined oil, and 80 Ons 

q You say that there is no inconsistency between our 
finding the .02 cents called Selling #xpense for 
Gasoline at this refinery ana your statement yesterday 
that you found nething charged to the refinery for 
ceelling Expense, and for that reason you felt that some 
of that Head office iixpense was properly charged against 
the refinery. But L.see it is called Selling sxepense, 
That should be clear. That is perhaps not just whst it 
means. 
M. McGRATH: That is correct. That 
is not Selling Expense. It is Ascecounting sxpense you 
might term it. I headed this Selling txpense, but it 
is an Accounting ixpense. 
WER e PRA Lay? Then it is charged for 
loading, as we now understand? 

& As I understend, it is an expense incurred due to keeping 
recora@s of these jobbers’ sales. 

Q However much of it is kept at this refinery? 

A Yeas., lt is notoineluded, in the refinery cost of opergiien 


nor in the refinery returns in this analysis. 


2) 


PHS CHAIRMAN: And does not purport to 
cover sales, the cost of selling’ 
Ls NO. 


@ Although the word "selling" does appear in "308-0", that 


is a misnomer es I understand? 
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MR. McGGRLTH: That is correct. 
TH: CHSIRMAN: And the word "selling" 


should be changed to "accounting"? 

Mxe MeGRaTS: | Accounting. 

Accounting for Sales, that is really what it is. 

Mt. McCGRATH: Yas, that is what it 
really is. 

MR. PRE ULEY: &nd loading? 

MR. MeGRATH: NO. That is in the 
R3finery uxpense. 

MR. FRA' LEY: Bll right. 

so that the realization, including blending stocks per 
galion, given in the next column, gasoline 8.66 and 
TerTincav old LLeeo enc so on. Now then, to find the 
realization that would have been actually realized in 
1938 on the basis of current prices, we then multiply 
the gallons of gasoline produced in the second column, 
42,745,113 by this realization of 8.66 cents, and that 
is oarried over into the figure ,5,701,726.79. 

THA CHAIRMAN: yhere is that? Oh, the 
first figure. This ons? 

Yes, multiply this quantity by that and it gives this. 
Ye st 

And that gives us the realization on this basis of 


1938 production to Meee prices. Now in that 
Pasolini rey note that all of these realizations 
bear, there is included blending stocks, and in that 
gasoline that was sold there wes included Ioca naphtha 
and Lead Tetra-tthyl anc some.-..«. 

Solvent oil? 


Solvent or lubricating oil. These materials were not 
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produced by the refinery, but are simply purchased 
and are brought in and blended with the gasoline 

and sold &s part of the gasoline. Therefore, they 
should not be ineluded in the refinery production. 


Why? 


oe) 


A Because they were not procusced from the crude oils 
nor the naphtha nor the casing head which was processed 
in the refinery, but are outside purchases brought in 
and items not processed in the refinery but simply 
blended with the gssoline in order to make it marketable. 

q PHE CHAIRMAY: Why not a blending cost? 
Well, the cost of blending is assumed as part of the 
operation of the refinery. But ther is no processing 
done of these materials. It is just as though they 
bought some dye to colour the material green or red. 

Q MR. FRA'.LEY: Well, that is perhaps 
in there because they do buy dye, lead and dye goes 
together? 

A Lead, dye and Ioca naphthe and this lubricant oil. 

q I know what you are doing, but just why are you doing 
it? 

4 Iam doing it so I can find out how inuch money wes 


received at the refinery gate for that material which 


| 
| 


was produced from the crude oil and crude naphtha 
eve seat processed in the refinery and I do not want 
We inelude in that item the money which was received 
Ye dyes, lead, Ioca naphtha and things of that 

| kind. 

@ | In other words, you might just as well say "Ve gre 
selling you some gasoline without blending stocks or 


dye or lead, and we are selling you thet along with it. 


Poth aed 
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In the price that we charge you there are these two 
things, but at the moment we ere only interested 

here, at least we are not interested here in the 
transaction which essentially was the sale of blending 
stocks end the dye and lead? 

A That is right. 

ay “Why are we not? 

THS CHAIRMAN: I can quite follow that 
you take the crude and you follow it through the 
refinery until it comes to the refinery exit door, 
and you put your figure on that, what has happened 

in between? 

a That is right. 

A I also follow Mr.Frawley's suggestion that when you 
take this lead and other products of which you speak 
and put in that gasoline you sell, that you are selling 
that of which you have spoken and you are selling 
these other things as well. 

A Yes. 

@ I follow that too. But I do not yet see, since it 
must cost money to properly intermix this foreign 
product after it comes into the refinery door, and 
which went out of the other door, why the refinery 
should not properly make a charge for that operation 
Of "mixing 7 

4 That is done. That is still in there. That has not 
been taken out. It is simply the cost of the dye 
and the lead itself which has been subtracted along 
with the quantity of the lead and the dye. ‘.hatever 
Gost is incurred in handling the lead and the dye in 


the refinery is still chargea against refinery 
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operations. 
q Yes, I see. So that it is there although it is not there 


&@s a separate item. 


C, ie Re alas It is in the refinery 
costs that we already discussed? 

& The cost..... 

G Of doing these things, mixing these up? 

A The cost of blending is in there. The only thing that 

is taken out is the cost of the material which is 

blended and the guantity of the material which is 


blended. 


) 


Suppose that a refinery customer said ",ell, give me 
the blending naphtha, the Ioco and the leed and the 
dye and the solvent oil, but give these to me separate- 
ly. Put these in a separate barrel for me, and sell 
me a barrel of gasoline and then sell me some of 
these other things and I will blend them myself, 
after I get them out of the refinery door." How 
would that be reflected’ 
4 The refinery doés thet very thing, but it says "No, 
we will blend them for you, it is easier." That is 
exactly what they do? 
q Yes’ You feel that the refinery is selling them 
a lot of things. Selling them gasoline made of the 
erude and selling them some blending moterials? 
4 Yes. 
© You take thet away, the cost only of the blending 
materials in order to arrive ata true refinery 


eterna ON te 


realization for the gasoline that they made from 
the ¢rudes 


4 That is right. 
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MR. COM: TSSIOlsn LIPSETT: This loco, br. Brown, 
that is another Imperial product made by one of 

their own companies? 

Yes. It°is not produced at the Calgery Refinery. 

I am not arre whether it is produced bby cne of their 
ecmpanies. 

MR. McGRATH: Yes, it is produced by 
our own refinery at Ioco, British Columbie. 

It is not produced in the Alberts Refinery, nor is 

it produced from Turner Valley crude. It is an 
entirely separate material. Insofar as Calgary 
refining operations and Turner Valley crude goes 

it should be handled the same as any other outside 
purchase. 

fave COMM olOnhen LIPOLTT: Have you considered 
whether the charge of §512,000.00 for that Ioco 

and the Tetra-ithyl, whether that is correct? 

That is an actual expenditure. That is put in here 
as an actual expenditure. I am not going back again 
to audit their books or anything of thst kind. But 
that is a perfectly proper figure because Tetra-Ethyl 
lead costs something like 8.00 e@ gallon. 

MR. McGRATH: Yes. 

Or »~8.50 a galion. Lead ithyl is very expensive. 

So that the cost of »512,000.00 might look large 
because it includes the cost of the Ethyl fluid 
which is very expensive and also the Ioco naphtha 
costs more than gasoline produced from Turner 

Valley. That is in Exhibit "280", Schedule 4. 

THE CHLIRMAN: “hat is concerning 


me some, is the approach to the problem that you 
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are making at the moment, making use of these figures. 
You say in effect this, as I understand you, Dr. 
Brown, that having regard to all of the operations 
which are undertaken in a refinery to convert the crude 
product into the refined picducts which emerge after 
the refining process, you ascertain the cost of 
operating. You get the opereting expenditure upon 
which you pass. You take into account the capital 
expenditure* 

As determinigg depreciation. 

As determining the depreciation which will find its 
way into operating egsin? 

Yes. 

For amortization purposes. And you say having 
verified these verious items, if we can, we then 
find what the net profit in the operation is? 

Well I have not gone quite that fer yet. 

That is our approach is it not? 

It is on this page but we have not got down to it. 
Quite so. You find thet net profit and then that 
leads to the conclusion one vay or the other that | 
the price charged is not unreesonable in the sense | 
that any less price would provide an improper 
return on the capital investment’ 

That is right. 

Or vice versa that the profit is so great that the 


other aspect must obtain*’ 


be, 


Yes. 
That is your present approach? 
Yese Lith this one further explanation that it is 


based not on the actual conditions as they were in 
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1938, but upon the actual price structure as it 


now exists put back on the throughput and production 


of 1938. 
C. Suite so? 
A Peano try iierto bring it up to date ’so that it ts 


of immediate practical value. 


C, GUuite so. Is not that a pure accountaney approach? 

y:) Yesbe 

G From the historical standpoint? 

B Yes. This is faetual. There is no estimate in here 
@t all. 


2 


Quite. But having regard to your wide experience and 
assuming agésin that you are noneeniee with the 
interests of a plant, would you think that approach 
would best give the picture of realities? 

A Yes, that is the best approach I think towards 
getting malities as they now exist. 

C You think that a better approach than saying "I know 
that in an efficient plant, economical ly conducted, 
gasoline and the other products enumerated should te 
turned out for ‘so ne oe and anything procured 
Over and above fact is Pimeeceenante if one is concerned 
with the interests of the consumers as well as the 
refinery." Is that a sensible approach? 

A Yes. But in order though to reach that serigheteaton 

I must start cither with some assumed conditions or 

Some conditions as they do exist, and these are the 

conditions as they do exist. Now, I am taking the 

Conditions as they do exist and figuring out what tg 

fair operating conditions would be at the present time 


with conditions as they actually do exist. In other 
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words, my client, coming in here, has to actually 
receive gasoline, not hypothetical gasoline that 
might be produced if there were some other plant 
here, but he must get the gasoline from the plant 
that is now in existence. This is the plant which 

is now in existence in supplying most of the gasoline 
used here. Therefore it is a condition as it exists. 
Now the other question might be whether or not my 
client might be advised to put in his own refinery 
ana make his on gasvuline because he might have 

got it cheaper. That is another question but that 
is not the one you put to me yesterday. 


Now, supposing your client was cherged with the respun- 


fd 


sibility of deciding what was a fair price and he 
came to you for advice. He is not a refiner. He has 
nd interest. The fact is that the jobber must pay so 
much. That is a present fact. But he says "There may 
he a situation here of economic domination." 

b That is right. 

") Niverybody in this territory may say that is what the 
jobber is going to have to pay if he gets anything 
from a refinery in this territory", but your client 
may say "ell, is that right. I find that in other 
territories people are getting their products for 
much less money, and I do not care at all about the 
fact that the jobber here has got to paye Should he 
have to pay, that is what I want to know?" 

4 Phat is right. 


© How would you approach that? 


4 “@ Gan approach it in any one of a number of different 
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Wa YS» 
- I am wondering what is the best approach? 
A “e can only approach it one way at one time. 
g. As you are doing? 
4 let us take one way first, and the way we have now 


Ne 


Started to anecion duet is thet here are the facil- 
ities available in Calgary for producing gasoline, 
and this is the cost of crude and this is the cost of 
crude naphthe, and this is the cost of absorption 
héphtha, and this is the cost of Ioco naphthe and 
this is the cost of lead Tetra-iEthyl and this is the 
cost of other blending products. This is the operating 
cost of that refinery. ‘’e take all thess things into 
consideration and we find that the refinery selling 
gasoline at the present price is making so much money. 
Then he can say "That is too much money for them to 
make," or,.":el1l, I would not operate unless I could 
make more money than that." I do not know what attitude 
he is going to take. That is up to him. He makes up 
) his' mind that is’ only a fair return for thet p.rticuler 
\ operation, and then I say that is the return this 
\\refinery has to get. If you think that is a flair return 
ne these conditions, then the present prices are_ 
Peek tices under the conditions as they exist. That 
Fy oy cect ene one answer. Then you opened 
the door to another approach and you said "But some- 
body out here in Saskatchewan is getting gasoline 
Mtiariower price.» I, say. "sb, but that is notin 
Calgary. “hy do I have to tolerate conditions as 
they now exist in Calgary. hat other conditions 


might exist in Calgary which would give me gasoline 
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at a lower price?" Then he says, as you did this 
morning ™:oulé you lay out ei ares Te paper and 
estimate its cost, its opereting cost to produce 
so much geSoline and see if I can make this gasoline 
cheaper uyself." That is anoth: r avproach. 

a And you say, havin’ done that, and bearing in mind 
our suppoSititious client, heving done that you say 
"I do not run the same chance of being lost in a 


Maze of (figures. I test them by..." 


A By experience. 


Fc 


By this additional method. But there is yet another 
approach, is there? 
A Yes, there is anothsr ene which you might wish to 
Consider. 4nd that is this client of mine is coming 
in and he is going to use more gasoline than has been 
used in the past. He is an additional market. He 

is going to say "ell, if I go into thst market and 
take more gasoline than has been processed and 
produced in the past, the cost of producing that 
additional gasoline may be less than it was for 
producing the Cee amount and I may be able to 
go to the present refiner and say 'Now I want so 
many million gallons next year, and if I take that 
right at your gete and no guarantees of quality 
except your regular grade end so on, what cen I 
get at: fort!" He might get it for a lower price 
because the cost of the production of that extra 


amount of gasoline will be less than the cost of 
the production of the gasoline that would be produced 


otherwise, and the very fact they are processing 


el 


more erude will doubtless decrease their cot per bar 
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of erude and, therefare, it will decrease the cost 

of all of their production. So that man coming 

into this territory says " I am improving the 
efficiency of the present refining operation. 

because I am taking more gasoline.» Therefore I 

should not pay the present price. I should pay e 

Lower price." 45a result of his coming in and 

taking more gasoline the whole territcry may get 

@ Lower pricee I believe tht isreally what happened 
in June 1938. There vas a good year here, a large 
throughput through the refinery and they were processing 
crude for the British Americsn as well as their own 
and they found their costs were lover than they had 
ever been before, and down came the price to everybody. 
ee, so that a recommendation having to do with the 

present price must not lose sight of thse possibility 
of an inerease or decrease in throughput? 


A Right. Now these three approaches and these three 


fie 


° by | ’ 2 ° 1 
answers must all be weighed by this client. I will (1) 
go in and buy on the market as is. That gives a fair 
return, apparently, on the structure as it now sxists. 


~r, f a Pocw oes i 
[ i ee i will go and build my of a plant and process a 


nee 
small amount of crude. It will cost me as much or 
maybe a little bit more than I can buy for now on 
the market. Or, if I go in end give my business tod) 
the present company so that they can operate more 
efficiently, they ought to perhaps cut the price a 
little bit to me. 
A And it is a matter then, having given thought to 
all of these methods of approach, he makes up his 


ming whet-to do? 
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Ls He weighs and balances sll these factors that must be 


weighec to come to a conclusion. 


And if the epproach by way of figures only stands 


bE) 


the test, when weighed with other methods of 
approach, you may feel sure that the conclusion 
predicated upon the historical accounting method is 
the sound one? 

& You would, I think, perhaps want to explore all three 
of these. 

0 Iam sorry to interrupt rou, but I just want to be 
clear in my cvwn mind. 


MR. FRAWLEY: It is very useful. 


(Go to Page 9074 ). 
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THE CHA Tid AN : Iam sorry to interrupt you 
but I just wanted to be clear in my own mina. 
Mme FRAWLEY: It is very useful. 

Q MAJOR LIPSETT: why do you, Dr. Brown, have 
to go to, if you found that there was to all intents and 
purposes a virtual monopoly of the crude supply and also of 
the refining in one or two or three strong hands, might you 
then not have to approach it from a point of view of what 
the fair prise four the refining and all this, and then form 
your own estimate, apart altogether from this client who 
here hypothetically would seem to have sone acoeeaRne 
market? 

A well these three methods that I have outlined are really in- 
dependent of whether there is an independent market. keally 
I think you have outlined rather e modification of this 
first principle that we just discussed, that is supposing all 
the crude is owned by one company. 

Q Yes? 

A And supposing thet some company operates the only refinery 
which is there. 

a Yes? 

A Well this client who is coming in would then have to see if 
he could make a contract with that rofiner which will give 
him what he considers a fair return and if they are not 
reasonable he then has to find out whether he can get the 
gasoline somewhere else, whether ne can get some crude and 
process it himself or whether he is going to keep out of 
Calgary altogether; in other words if he cannot buy crude 

then of course he cannot put in his own refinery and if he 
foels, after studying it, that the price asked by this 


monopoly is too high, he either will refuse to pay it and 
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not come in with his business or clsc see if he cannot get 
@ Bpecial contract. It seems to me’ that that proposition 
of monopoly does not enter into the study Js-We are now 
approaching it regarding the refinery cost and what is the 
fair price. The monopoly or competitive conditions are 
primarly factors which might control marketing, that is the 
marketing through the various distributors and tho people 
who buy gasoline; in other words whether you have a4 monopoly 
or not, the cost of producing the gasoline from crude is 
going to be the same in the sane plant operated in the 
Bame manner; that the considerations of monopoly and con- 
petitive conditions are truly applicable only when you begin 
to consider the marketing and what is actually obtained 
through the marketing processes for the products; that the 
costs of production of gasoline is not controlled by 
whether the refinery has a monopoly or not. 

Q THE CHAIRMAN: Because it is not affected by 
What you pay for your crude? 

A That is right. 

Q But ultimately the customer or the consumer is very much 
affected? 

Yes. | 
But for the immediate problem of the refining, it docs not 
matter? 

A No, in other words we have not divorced the marketing problem 
entirely from the refining problem and the price that the 
refiner might receive for his gasoline is in turn dependent 
upon the marketing situation and that is where ‘the monopoly 


factor comes in, is when he begins to sell his gasoline. it 


does not come in as an important factor at all in the production 
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3 
of his gasoline from crude at a certain privee In other 
words the Imperial refinery, if that were the only re- 
finery in this territory, and had a complete monopoly, its 
cost of production would be the same as long ae it was Op- 
erated in the same manner, whether it was owned by a com- 
pany that had a monopoly or whether there were other re~ 
fineries in the same territory. The controlling factor of 

the cost of refining is not the organization which owns the 
refinery but the equipment and the efficiency with which the 
equipment is operated and the quality of crude which is pro- 
cessed. 

Q MAJOR LIPSHTT: I suppose you could really put 
it, a little further in this way, that if there was only one 
refinery that had a very large volume, its costs might be a 
little less than if there were two or three refineries turn- 
ing out that volume? 

A Yes, very much so. f[ think I can give you an estimate that 
is founded upon the same figures that the refining costs of 

the Imperial Refinery would have been increased about 14 cents 

a barrel if in their operation they had not had the benefit 
of processing the British American's crude during the year 
1938 ; now that is due simply to the fact that they were 
enabled to operate their plant at its maximum capacity 
throughout the entire year and if they hac not enough crude 
they would still have to keep their plant in working order, 
they still have to kcep their forces on the job but they do 
not have as much crude going through the refinery and the 


overhead has to be borne by the smaller quantity of material 


being processed. Now that is a factor which determines the 


cost of producing the gasoline and as 1 see it the consider- 


ation of monopoly and competitive conditions are of prime 
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consideration only in the marketing problen. 

THE CHATRuAN: Well would you say “only in 
the marketing problem", would it not be more proper to say 
that it does not affect refining costs because something 
more than marketing may affect the consumer price, namely 
the cost of the crude products that you take in at the ree 
finery door, supposing they are entirely separate people? 


The refiner and the crude producer. 


Yes? 


Quite. 

It would make a big difference to the ultimate consumer 
what the cost of the crude product wes? 

That is right. 

And the cost the refiner had to pay? 

Yes, well I was looking upon that----~ 

Without touching the question of the operation of refining 
at all? 

i think it would be better, in other word the question of 
monopoly or competitive conditions hag practically no effect 
on the actual refining costs. 

Yes? 

And that is what we are really considering now. 

MR.«FRAWLEY: Yes- 

MAJOR LIPSETT: Bhat would leave open this 
question of whether there was a monopoly of erude production 
or what was the fair cost of the crude, or all the material, 
any other raw material, you first approach the actual refin- 
ing costs as a matter which would not be effected, monopoly 


or no monopoly? 


That is right. In other words the refining costs may be, of 
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1958, or present prices, say 45 cents a barrel. Now if the 
crude costs a dollar a barrel it would then mean that the 
refiner would be able to produce his finishea product with 
an average price of $1.45 per barrel, while if the crude 
cost him ¢2.00 per barrel, the refining would be the same, 45 
cents a barrel, and he must get a return of $2.45 per bar- 
rel of rude in order to meet his Operating expenses and 
any excess profit and anything of that kind to the refiner 
would depend upon what he was able to market his products 
for and that again is a marketing problen. 
MAJOR LIPSETT: Thank you. 
Q MRe FRAWLEY: In other words, we have heard 
a lot about the advantages of the intregated company; I 
take it from whst you say that, rather as to the refining 
Operation alone, there is no particular advantage in being 
intregated, now is that sound or what are your comments on 
that? 
a If I understand your question correctly, the answer is "Yes", 
but the advantages in being intregated are primarily that } 
under certain conditions there may be no profit in market ing) 
retail materials; in other words there may be conditions 
such that the refiner ..as to sell his production at a very 
low price during that same period there may be a profit in 
producing crude oil. 


Q In other words the introgated man has three places to go to 


find his profits? 


$y 


5) 


A Yes, and if two of them fail him, he may be able to keep his | 
head a wove water with the third one. 


& There is another one I want to put to you, + take it from 


what you have said tht you do not find the Imperial Plant 
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in Calgary to be a particularly inefficient one,crather 

the contrary from your observations this morning ,~and I 

am summing up your evidence correctly when t say that, 

from your evidence that you find the Imperial's plant || 
certainly on its 1928 operation, efficient? | 

I think so. 

Now take the contrary, if we find to be a fact, if you came 
in here and found that this Imperial operation, sitting as 
it does in the picture with no other large refinery in op- 
eration, and you find it to be completely antiquated and 
obsolete, what would be your views in the light of what you 
have been discussing with the Chairman a moment ago and what 
would be the problem then facing the Commission, if we had 
the actual situation and the facts were that there was a 
very antiquated and expensive operation here of refining 
crude, nevertheless it would be the fact and the only fact, 
putting it to you as you put it to yourself some moments ago, 
what would be the problem then? 

Then we would take the second basis or the second step, that 
is we find my client coming into this territory and con- 
structing his own refinery because he can operate his own 
efficient plant at a lower cost than the cost of this inef- 
ficient plant upon which he might otherwise have to deper#i 


for his supply. 


Yes. Now getting away a little bit from the paraliol=-—+ 


THR CHAIRMAN: That brings in the element, if 
I may interrupt, Mr. Frawley? 

wR. FRAWLEY. Yese 

THE CHAIRMAN: That brings in the element of 
reducing the throughput by means of competition, does it not, 


Doctor? 
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A Yes. 

Q Is there not another picture still than thoae which we have 
been considering, namely, or another method of approach 
rather, namely, what an officient substitute plant would do, 


not a competitive plant, a substitute plant? 


A 4 single plant. 

Q Yes? 

A Supplying the whole territory. 

Q D leeriapnea de partiaular Cee you are considering, there 
may be competitors here already now, but you are considering 
a particular throughput, a particular situation and you are 
exahiining it at the moment for a particular company? 

v) Yese 


Q Now then this suppositious clisn},if he came in himself ana 


got some of the business, he would reduce the throughput 
and would not hope to get all of the business, and so there 
would be a different situation, having regard to the con 


Siderations of volume to which you have alluded? 


A Yes. Well now that would----+ 

Q What about the efficient, your suppositious case is, this 
refiner's capital expenditure, it cost so much, all right, 
if it wore an cfficient, up-to-date plant, what would be the 


Capital expenditure and what would the operating costs be? 


| 
A Vell that puts us into this third study or the third approach. | 
; 

q That is covered by the third is it? 


r) Yes, and if I may elaborate on that a bit perhaps I can make 
4t clear. iy client coming into the territory sees an in- 
efficient plant, he thinks the costs are too high, the price 


is too high» He first gets a report on whether or not he 


should build his own plant to supply his needs. That does 


not look too good to him. He says “let us go over to this 
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company who has this inefficient plant and see if we can« 
not make a contract with them. (We will take s0 much and 
will give them such a eontract", and they go and talk to 
the head of the company and the head of the company says 
"We cannot do that right now. Our plant is not equipped 
for that", and they say "don't you want the business , and 
if so 'yhy don't you make your plunt capable of handling this 
extra business", and the answer is ".es, if we had the 
Capital to do it." “Well here is a contract, cannot you 
take this contract now and go to your banker and raise the 
money and put in @a@ modern plant™ and that is what they do, 
because he has come into the territory and has supplicd ea 
constant market which will enable them to put more crude 
through their plant. Then they decide to rebuild their 
plant on an efficient basis and give him his gasoline for 
what he would regard as an equitably low price and by so 
doing the whole territory is benefited. It is a modifica- 


tion of what I outlined a few moments ago. I really believe 


— 


that so long as we consider private enterprise or refiner- IH] 


ies operated on a more or less competitive basis, that these// | 
a | 


[| 
There is of course one other 
possibility which I thought might have been in your mind but 
which opens up a question again as to whether or not this 
should be made a public utility and that would be to take all 
the refineries which we have and scrap all of them and build 


one large plant which would operate as & common refinery for 


all of the market. Now that is really a question which I 
think is a little separate and distinct from what we have been 
discussing because it means a complete change in the economic 


Booiety insofar as the refineries g0- 
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Yea? 

But perhaps you might want to consider it. 

Well we are rather hoping to benefit from your advice as to 

how to answer concrete questions. tie do not sit as a Board 

to determine as to whether or not there should be Government 
intervention or not but to make recommendations as to “is 

onts price Tain”, «. “is that price fair", “is this: just”, 

"is this equitable”, hence my anxiety about examining into 

the methods of approach because we must give answers? 

Yese 

WO are not in the very least concerned with such questions as 
Government ownership, tmt is for an entirely different body 
elsewhere sitting, but we are concerned with making approp- 
riate answers to the questions submittted and they involve 

"is the price fair", well as you approach it, you may think 
something is fair from the standpoint, for example, what is 
fair to the producer of crude oil in Turner Valley, that is 

one thing? 

Yese 

But what is fair to the consumer when that product is converted 
into gasolineMay be a wholly different thing and we nay be 
troubled with the very troublesome question of who are we being 
fair to and it is in like considerations to that as to which we 
are seeking help from such men as yourself rather than saying 
"hat do we want to know"? 

Well take this question of whether the price is fair or not, 


there must be some basis upon which we are to pass judgment. 
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Yea? 

And once that basis is set up then we can arrive at the 
answer, but until thet basis is set up then we cannot 
arrive at an answer. 

Bus an expert comes in and says, in this case, as I am under- 
Btanding you,"For the moment t am taking the historical ac- 
count ing net hoa of PE paces. which I shall test by all these 
other means and then I hope that I san give my client an in- 
telligent answer and my basis of approach is not any one in 
Pe ei ngiar but each one tested by the other"? 

But each one examined independently on its own basis and 
then the comparison made. ff 


Yes? 


fn other words I believe that it would be impractical, if 


not impossible, to just put the crude oil and the refinery 

and the marketing and the consumer all in one pot and stir 

then up and look at the whole picture and say "Now we are 

feir to everybody". I do not think we should get very far 

that way. 

Quite Bo? 

But we can do it this way, we can say "Now under the con- 
dittons as they how exist in Albarta, with crude to the 

South of us and crude to the North of us, and around us, 

wnat is the fair price for the crude oil on the basis that 

the Turner Valley crude oil will supply the needs, almost 

en toto, of Alberta and be used at the refinery at Kegina ," 
that will enable us on that basis to arrive at a fair price. 

If however you want to take a different basis and say "now what 
would be a fair price for Turner Valley crude on the basis that 
that crude is to be used Cown at Sarnia in competition with Il- 


linois crude", you have an entirely different figure. 
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Yus? 

Now, there is another basis which a sock many people 
think about, which is an extremely difficult one to use, 
and that is on the basis of getting the crude out of the 
ground. You may find that the cost of setting the crude 
out of the ground varies tremendously for the different 
producers and fram year to year. 

Yes? 

And the same thing is true to the refiner except that 

in a refinery we have an operation where we can arrive 
at the cost of processing, and again that cost of 
procesSing will depend upon the amount of crude put 
through the refinery, and the question is now "what ig 
the fair price for gasoline, kerosene, tractor fuel", 
auce sO-On, On the besis of the’ Imperial refinery as vit 
now exists, operating at the rate as existed in 1938 

but at present prices. “e can get the answer. 

Then there is another 
problem, what is the probable fair price for the gasoline 
and other products produced at the Imperial refinery at 
the present price but operating it at one-half the rate 
of 1938, and we can cet the answer. But to just take the 
thing in its entirity and get an over-all answer will lead 
to confusion. Now, I think if we can take this problem 
and peak it down into its parts, analyse it from one 
stand-point and another stand-point, if ve agree to set up 
some hypothetical condition, then you will be in shape to 
answer the questions which you may have to answer, because 
we will set up the conditions which are likely to be 
encountered. 

I Understand then, Doctor, you say at the moment, "I am 


engaged in the question of refining costs" ? 


hott: re 


ano a. 


SV aN aid aap Sana 
Lie emorng, In 


w » pie oy 


e 7 cs Nf ay) Fa S 
WYO 


ah 


a (Desa 
BUREN 


G. G. 


A 


2 ee 


r 2D Ff 


- 9085 - 


Brown 


Yes, on a certain basis. 

On a certain basis, and I am arriving at my conelusion 
after having approached the problem presented by different 
methods? 

But now I am doing only one method right now. 

Right now? 

Yes. 

And we are interrupting i. 1 know? 

No. 

But I am trying to get this clearly? 

I am very glad to have the opportunity to get my ideas 

in your mind, because I feel you will not understand 
what I am talKing about unless you do have them, and 
what team unvyine to. do here is to analyse the present 
Imperial refinery as it is now constituted, operating 
under the present price structure as it now exists. 

Yes? 

But at the rate that it did operate in 1938. 

Yes? 

Now that answer will be applicable to those conditions 
only. 

Now I am stepving aside for the moment from yow immediate 
problem, to our larger one, to get the benefit of your 
very wide experience in connection with it, as I under- 
stand you, supposing you had to come to a conclusion 
today, after anproaching the problem by the methods which 
you have mentioned, that particular problem, you would 
come to an opinion, but you would want to know before, 


before it went into the jobbers' hands, at what price 
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the refiner has bought his crude, of course, because 
that would ve to be added? | | 

A Yes. ‘ 

Q To the refinery cost in determining what the jobber 
should pay, at least the refiner would certainly ada 
to his cost what he paid for his crude material? 

A Yes, that is one of the factors which would determine 
the price at which the products must be sold. 

Q Yes, I am try ing to get the picture of the broad approach 
tO the whole thing now, if I may, interjectinge it, mind you, 
into what you are doing, I know? 

A Yes. 

Q So it would be important to anyone concerned with what 
the jobber should pay, to know if the price of crude 
asked for and obtained from the refiner, was a proper one? 

A Mateis cient. 

And having gotten it into the jobbers, and that is 
something which we might have to struggle with, with 
someone else, you are not concerning yourself with that, 
as I understand you? 

A No, I am concerned here with the operations solely 
at the present time. 

s) And when you finish with the refinery, when the refinery 
is done with, then, assuming we kneW about the proper price 
OF CHU CY sae se © 69 e 
MR. FRALEY: May I interrupt, Mr. Chairman, 


Dr. Brown is going to discuss separately the value of crude. 


TH CHAIRMAN: Oh, I see. 
MR. FRA‘TORY: The value of crude separately. 


TH: CHaIRMAN: I see. “e come to that, then, 
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but I want to know where we are at, to try and see 

if I can sort out this whole question merely as to 

the approach, not in detail, you get then the 

price of crude, you get the price of refining, the 
proper one, and then you should have the proper price 

to the jobbers? 

That is right. 

Then you have the proper price of marketing? 

That is right. 

And you are into the consumer's hands? 

That is right. 

THE CHATRMAN: and you say, that Dr. Brown 
Ma Ole moO i1seuss the ‘proper field price ef crudeyorL 
in this territory at this time? 

MRe FRANVLEY Is going to discuss certain 
aspects of it. He is going to discuss the value of that 
crude to the company at the Regina refinery. 

THS CHATRMAN? I see. 

Me. FRAGDSY $ In other words, he is 

going to discuss and analyse Mr. McGrath's Exhibit "285", 
Pernt e Ghe exhibit lL gave you, no, axmhibigaeeone 
the build-up of the price of crude starting with a dollar 


at Montana. 


Die ic CRATE: Pah an Bis meal Ol 

ORs PRAVLGY : And $1.10, there are two 

of them. 

TH. CHATRMANS My interjections have unduly 


taken up your time, but I em trying to gevortaciear in 
my own mind, what the broad and general approach is. 
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MR. FRAYGEY: Dr. Brown, if you would leave for the 
moment this character which you have assumed at the 
Chairman's request, of advising a gommercial client, 

and put yourself a little more in the position of 

perhaps what you actually are, someone called upon to 
Submit an opinion to this Commission, just change it 

a little bit, suppose the Commission, charged as it is 

by the terms of thiS Commission, rather the Commissioners 
charged by the terms of this Commission, had called you 
in to advise as to how best to answer these questions, 
one of them beins the proper refinery price, the fair 

ana equitable ‘refinery cost, and linked’up with that, 

the fair and equitable refinery price, in other words 
whet the tank-car price in Alberta should be, and you 
said "First I have to take the particular problem 

and I go to the particular company supplying the most 

OL Ge rt Pe Cats Sree ate 8 0c. 

Well, I wo.ld take conditions as they exist. 

Yes, and that is why you have concerned yourself with 
this historical analysis of what the Imperial's costs are, 
costs and profits are, as refiners only? 

Because it tells me what the conditions are right now, 
Yes, and there is a complete cut-off in your work at the 
repipnery ‘door? 

That is right. 

Now you realize of course that the Commissioners are not 
bound to accent what may be a fact...-.-e- 

That is rightt 

Let us assume that you in pursuing those facts, found that 
on that Imperial operation, that refinery operation only, 
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A Yes. 
The profit that they made as refiners per barrel 
was not an unfair one, assuming that is so? 

A Yes. 

G You appreciate of course that that does not end the 
Commissioners’ problem, does it, you realize that? 

A That is really the beginning. 
That is just the beginning? 
That is just the beginning. In other words, if the 
Commissioners,to goback to what I put to you a moment ago, 
if the Commissioners, while finding that that particular 
operation only showed a fair profit, they might very well 
say "Well, that particular operation is a too expensive 
ones thats so, is tt’ not? 

A That is possible. 


So that is why, then, we are going behind what the 


2 


Imperial has submitted here actually and historically 
with respect to their 1938 operation, and you intend 
to add to that,estimates in connection with the British 
American operation, the Mayland operation, the Lion 
ee and a Heh ette altogether probably, in other 
words, what I suggest you should do, if that is not 
one ©f the things which has already been suggested to 
you, that you should substitute for the actual Imperial 
plant, a better Imperial plant, if that to you as an 
engineer is possible, and show what that refining expense 
would be if there was in that Imperial, in that plant, 
a more modern and more efficient and more up-to-date 
plant? 

A All right. 


That is understood, is it not? 
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All right. 

Thank you very much. Now, would you mind just running 
through the balance of Exhibit "308" (C)? 

Well, I think we were discussing the deduction of 

the 1,475,174 gallons of blending stocks and their 

cost of $512,316.99, which had been deducted, both 

the amount of gallons and the amount in dollars, for 

the reason that those gallons represent materials 
purchased outside the refin:ry, not produced from 

turner Valley crude, and are simply biending’ materials, 
Such as dyes added to the gasoline, and after those 
subtractions have been made, we then find in the last 

two columns the net realization from crude and absorption 
naphtha to be 41,369,939 gallons ofgasoline because the 
aiditional amount of 1,375,174 gallons did not come from 
the crude and the absorption naphtha but from the blending 
stocks, and the amount received is %3,189,409.80, instead 
of %3,701,726,79, because the difference of %512,000.00 
was received not for gasoline produced from crude and 
absorption naphtha but for the blending stocks such as 
the Toco naphtha, leaded tetra Ethyl, lubricants and dyes, 
with the net result that the total of 67,116,637 gallons, 
including gasoline, refined oil and alloother products 
produced from the crude and the absorption naphtha, the 


coke and the loss, realized 34,299,229.30. 
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and that is the realization that would have been obtained 
in 1938 from this quantity of crude run if the prices 
existing at the present time were in effect through the 
year 19358. Now the balance of this sheet is perhaps 

the part in which we have the most interest, because it 
leads us to the conclusion as tu how much profit was 

made and also what the soread was per barrel on crude. 
This $4,299,229.30 representing the realizations has 

to be reduced by the cost of the crude processed, the 
absorption naphtha and the crude naphtha. It should 
also be reduced by the value of the inventory in January 
1938 and it should be increased by the inventory of 
January 1, 1939, because if the refiner had been making 
gasoline during the year and putting it irto storage 

and had not sold it the refinery returns should be 
increased by that amount. And that is done in the lower 
part of the page. The first items are the cost of crude 
and absorption naphtha consumed, at purchase price laid 
down at the refinery. There are Turner Valley crude 
consumed 58,000,000 gallons at $1.3770 per barrel. 
There is Turner Valley absorption naphtha of over 
8,000,000 gallons at $2.1449 per barrel and there is 
Turner Valley crude naphtha, some 422,000 gallons at 

its price and ;'c:-s Pondera crude of over 1,000,000 
gallons at its price laid,dow of 31.6135, making a total 
there of 69,032,397 gallons or 1,972,504 barrels. That 
jaeure is not on this sheet. 

MR. COMMISSIONER LIPSETT: Give me the barrels? 
1,972,354 barrels, which represents the quantity of 


material processed at the refinery and for which a total 
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of $8,925,423.43 was paid for that material laid dom 
at the refinery. Now in addition to what was crocessed 
during the year there was on hand at the beginning of 
the year, January 1938, the next item, which says "add 
opening inventory unfinished stockzsless depreciation in 
inventory,” of 6,059,445 gallons, which has been appraised 
in their semi-finished cmdition at a total value of 
$358,117.83. Then we should subtract from that the 
inventory on January 1, 1939, and its aporaised value, 
which figures are shown in red as totalling 7,975,205 
gallons and the appraised value $242,536.24. After 
meking those adjustments we have as the total quantity 
of raw material used to produce the quantity of finished 
Proaucts sold of 67,115,637. f think that is the right 
feeure or 1s it 15. f think it should be sixteen, 
MR. MCGRATH: Lo SnOuULd 206 be. 

A 67,116,637 gallons which in barrels is 1,917,590, 
MR, COTTLE: Tt have. a figure of 


#,957,618 barrels, 


MR. MCGRA.d: I have 1,917,000. 
MR. COTTLE: Yes, that is right, 
1,917,000. 

A Te 590 is wrong. I did this in long hand the other 


night and it ought to be right. 
MR. MCGRATH: le barrels difference 
is all it is. 

A I may have made a mistake, “hat do you get, 1,917,000% 
MR. COTTLE: 618. 

A There is 28 barrels difference. You check that, Is that 


right? 6187 
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MR. COTTLE: 618 is right yes. 

A Thank you. ind the total cost of that quantity 
after adjusting for the inventory values is 
$2,914,0935.02 which represents the cost of this 
quantity of material. Now you will note that 
this quantity of material 67,116,637 gallons 
is the same quantity as is shown as the sum of 
the next to the last column at the top of the 
page under the head "Net realization from crude 
and absorptinn naphtha,” The total crude and - 
absorption naphtha in that column is $7,116,637 
gallons, so we now have accounted for all of the 
materiel produced during the year 1938. Then if 
we subtract the 2 941,005 .0C from the net realization 
of $4,299,229. ie we find that we have a spread between 
the cost of the raw materials used and the price ob tain- 
ed for the finished materials of : ay 356,224, 28 and that 
spread was obtained from the 1,917,618 barrels. SO 
that the total spread per barrel under these conditions 
was obtained by dividing ee 61,353 ,000.00 by the 


67,000,000 gallons giving 20. 8s eents per barrel. 


D) 


MR. FRAWLEY: Right there I have some 


& 


barrel figures that Mr. Cottle has worked out showing 


how that 70,83 was arrived at. It might be well to 
put them in the record, just the per barrel figure 
which results, the per barrel figure which results in 


the 70.83 and the realizations at ~2-.2420. Have you 
eny way of checking that? 
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a} That is dollars realization. That is $4 299,229.30 
divided by 67,116,637 gallons. And then convert it 
to barrels and it comes to 2.2420? 

A I imagine that is right. I cannot check it very 
carefully right up here. 

Q I thought perhaps if you were using the same figures 
he was using you misht teke that figure there so it 
might go into the record at that place. 

A Whet did you get. 

Q peee4e0. 

A Tpcheckedwit) to. 2,34. 

Q The cost of crude which we have is 1.5337 and that 
is the figure of $2,941,005.02 divided by -- 

A Wait a minute, two million and what? 

Q $2,941,000. 

A Divided by what? 

Q Divided by 67,116,637 gallons and converted to 
barrels. 

MR. COMEESSIONER LIPSET?T: Divided by what? 
THE CHATRMAN : Tf. . Mr. Cottle knows 


these figures and you want them on the record at 


this moment for a »urnvose let Mr. Cottle, who is 


still under oath, stand up and give them to us, 
dontt you think that is better? 


MR. FRAWLEY : Yes. 
Instead of bothering 


Dr. Brown with all these figures that Mr. Cottle 


has already made. 


MR. FRAWLEY: Asa matter of fact 


I think T can simplify it. We heve a statement, 
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Mr. Cottle has prepared a statement which shows 
in just a slightly different form the same information 
as is contained on Page *308" (c). We propose then 
to file this as soon as it he copied, to file it as 
an ixhibit and that will get all these figures in. 
So perhaps there is no use in pursuing that. The 
figure there of $1.5337 works out to .7083 per 
barrel. 

A That is another way of getting the same figure. 

a) Yes, 
THE CHATRMAN : What did you say at 
the last? 
MR. FRAWLEY: It is the same figure 


»7083 per barrel, the same fisure that is here. 


TH; CHATRIIAN : what point are we 
making? 
MR. FRAWLEY: Simply you have the 


figure as we have it to ascertain the per barrel 
realization and subtract from thet so many dollars 
per barrel, the cost of the crude. All ¥F want to 
do is to put on Mr. MoGrath's Exhibit at this place 
these per barrel figures. 


MR. NOLAN: Tt is all there in a 


different way. 


MR. FRAVLIY: Yes, of course, it is 
@il here. 
THE CHAIRMAN : T understand, tir. Frawley, 


WR. FRAWLEY: Now then what next? 


The next items on +»; shect herc are menufeacturing costs, 


set down on a barrel basis and the manufacturing cost 


as set out in Schedule °3* of Exhibit "250", which we 
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went over the other day, shows a total manufacturing 
cost for the crude and naphtha processed by the 
Imperial for their own account of $935,566.59. Now 
that figure has to be reduced by $19,384.75 because 
it includes that item I have just mentioned, which 
is the processing cost charged by the other refinery 
processing the Ioco naphtha. The Toco naphtha has 
been excluded as a product of the Calgery refinery 
because it is used as © blending stceck and therefore, 
the manufacturing costs of the materials produced 

at Calgary and sold from the Galgary refinery must 


not include this $19,384.75. With this subtracted 


PEAR pinnae ons 


it leaves us’ $916,181.84 as the manufacturing cost 
at Calgary of all of this material which has been 
produced from the Turner Valley crude processed by 


the Imperial for their om account at Calgary. 


( Go to Page 9097 ) 
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Q And that figure 916,181.84 is found on #xhibit 
"Z08-C"F 

A Yes, that is the figure which is listed manufacturing 
costs on "308-C". From that must be subtracted the 
value of the bunker fuel oil which was obtained from 
processing British American crude. According to the 
contract with the British American Company 9% of the 
crude owned by the British American and processed for 
them by the Imperial was to be retained by Imperial 
as fuel oil to supply the fuel required for processing 
British American erude. — And that fuel in turnwas 
included in the fuel oil sold by the Imperial xefinery 
at Calgary, but did not come from the Imperial's own 
crude. And this item in red "Less Fuel Cost," that 
should read, if it does not, "Less Fuel Cost" British 
American Processing »41,649.72, and that leaves us a 
balance of $874,542.12, being the manufacturing costs 
for the refinery in producing this quantity of finished 
products as shown on Exhibit "S08-C". And that item 
~874,542.12 divided by the total amount of 1,917,618 
barrels, gives 45.61 cents as the manufacturing cost 
per barrel of crude oil, crude naphthe and absorption 
naphthe as processed at Calgary. Nov the next three 
items are the ones that perhaps we are most interested 
in for the immediate present. That is the difference 
between the total spread. That is the amount received 
for the finished product less the cost of the raw 
materials 1~1,358,224.28, and the manufacturing cost to 
Convert these raw materials into the finished products, 
0874, 042.12, gives a profit before Income aoe of 
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barrel. Less Income Tax of »106,410.08, which ecor- 
responds to 5.55 omts per barrel, leaves a net 
profit after Income Tax of “3777, 272. 08, which is 
the equivalent to 19.67 cents per barrel. Wow if 
we then go to dxhibit "511" which shows the present 
capital investment, or rether as of January l, 1939, 
and based on the depreciated velue of the plant which 
appears to be the consistently depreciated value in 
view of their operating expense, ve find in Bxhibit 
"311" that the capital employed or the working 
capital on December 31st, 1938, vas ey 976, 032. Ol. 
And on that capital was earned this net profit after 
Income Tex of $377,272.08 which is approximately 
Ci 12-2/0f > \That really completes the analysis of the 

“operation of the present Imperial refinery, based on 
present prices and on the throughput and production 
as of 1938. The Exhibits that I passed over, 
Exhibit "309" is one whieh I think should be ignored. 
It was prepared to show what the spread would -be.... 

% “Hat Se -“Z09"7 

y) This is "$09", it is another exhibit which I think 
should be ignored. It shows the spread based on the 
assumption, which is contrary to fact, that the 
material in storage on January 1, 1958, and on January 
1, 1939, represented finisred materials rather than 
materials in a semi-finished condition. It shows a 
difference of about 3 cents spread per barrel, which 
is not the true picture and which does not represent 


the facts. 
MR. MeGRATH: It is highly theoretical. 


At the time I handed in that I mentioned sgxhibit "3509" 
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was thecretical or hypothetical. 

4 You do not feel it should be eonsidered do you? 
MR. McGRATH: BO, <L-40 .notythink 
it should be. 

b I think vs are in mutuel agreement on that basis 
that it should not be considered. 

MR. McGRATH: That is correct. 
A “@ heve already discussed dxhibit "310" as showing 


the cost per barrel as a function of all the materials 
processed and I checked the figure on there for about 
1,200,000 barrels I believe. Is that right, and found 
it to be 59 cents based on the market and operation 
of 19358. I put that on the record the other day. 

But I thought I would mention it at this time. 

Yes, based on the operation of 193%, but making an 
allowance or assuming @ condition rather that the 
Imperial Oil Company was processing its own orude 
only, and vas not processing the 781,255 barrels. of 
British Amevican, the cost ver barrel would have been 
Be res Sako dujoonts insteed of the 45.6 as shown 
in this previous exhibit. 4nd that is ir very close 
agreement with the figures shown for 1937 in which 
case the barrels run were some 700,000 less than in 
1958, and the cost shown is some 16 cents higher. 

So that I believe that Exhibit "310", which again 

is based on fact and past experience, is applicable 
with e fatr degree of precision, to present conditions 
as indicating the cost per barrel for the different 
guantities of msteriel run through that refinery. I 
believe that is all. 


_ Yes, I think that is all on that. 
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THE CHSIRMN: we won't start a new 
phase. I have just been wondering, Mr.Frawley, 

if we should have the benefit of Counsel's ideas of 
what is meant, as to what would be the proper inter- 
pretation to put upon the words "fair and equitable." 
I mean take this situation. Let us take it as estab- 
Lished for the purposes of the present discussion that 
every cent that is claimed was put into the capital 
expenditure by the Imperial Company. They certeinly 
could be heard to say, whether or not other considera- 
tions would overhear it, that anything less than a 
fair profit on that particular sum, regardless of 
what consequences followed, was not fsir ond cquitcble. 
Hgually I can conceive of someone saying "‘,ell I do 
not care at all what the Imperial has invested in 

the light of the competitive situation now existing, 
that a different price is fair and equitsble." 
Another person might say "Well, if they only had an 
efficient plant, the fair and equitable price would 

be so and so, and the public should not have to pay 
anything more." Sn@ that might be quite right, or 

it might be quite wrong. But I am getting bothered, 

I confess, about what we are to find in the end; to 
make @ propor answer to that which we are commissioned 
to answer. It is giving me concern. I Suppose we 
should have Counsel give that thought. we may be a 
long way away from making answers, but if ve do not 
know in the end precisely to vhat our answer must be 
directed we won't be very intelligently appreciating 
the evidence as we go along. 


MR. FPRAWLEY: Mo ° WOLL eeecevee 
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THS CHAIRMAN; I mean supposing we 

were told in this Commission in exp ess words that 

the person we are concerned with is the consumer, 

that is conerets. You know. Or if the only person 

we are concerncsd with is the refiner that we ure 
concerned with rather in determining these prices or 

it is the producer, or is it to be a conglomerate 

of the moral and economic considerations affecting 

all three? Is it a social problem? Is it an eccnomic 
one? JI am speaking now on the very broad aspect that 
some day we are going to answer. 

MR. FRS'/LSY: Yes. 

TH2 GHAIRMAN: I can coneeive perhaps 
Gounsel will say to us at that time "all you can 

only do your beat to strike an average of fairness." 

Or Goursel may argue that you are only concerned with 
the ultimate consumer. I cannot conceive of the refiner 
saying something is feir which is less than fair, having 
regard to what they have taken out of their pockets. 
MR. FRA LY: Yes. 

THE GHAI RMAN: Given aS our answer must 
have relation to such consideration, should not we 

have some idea now,if we can get one, of what is the 
right thing to do in the circumstances, in meking 
answer, because it may have an effect on the evidence 
led. 

Pe ee Tay Yes. Now if you 

want some considerations... 
“THE CHAIRMAN: Or it may not. Iam 

just leaving it with Counsel in the hope of getting the 


assistance that we always get from them, to think 
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over. 
MR. FRA’ LEY: Yes. 
THE CHAT RAMAN: I confess it is bothering 
Me « 
MRe FRAVLAY: I will give some thought 


to it and speak to the Commission again about it. [I 
am sure Mr. Nolan will do so toce Perhaps I may make 
this observation in passing, of eourse the Commission 
must be read 4s a whole. 411 of the Commission must 
be read together. While we find you are asked to 
find the Tair and equitable cost of refining and the 
fair and equitable refinery door price, still there 
are these other clauses in the Commission which direct 
you to consider ~ whether or not with regard to the 
production, processing, handling and gathering, or 
distributing of crude petroleum and refined petroleum 
produets in the Province, whether there is any expend- 
iture incurred in or incidentally to these things 
which either wholly or partially is unnecessary, 

or not essential or not in the public interest. 

That is some guide in bringing us to what a true and 
proper meaning of thst expression "fair and equitable 
price and fair and equitable costs", should bee I 
think we can speak to it more fully. 

THE CHAY RMA: I do not know, one could 
think that perhaps - well I do not know what to 

think. ‘We are facing reaiities. ‘e know that His 
Honour's Commission was probably inspired with a 
Government who probably would be concerned with the 
good of their people. Now, then where does that 


lead, where there may be a conflict between classes? 
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Phat is to say supposing the consumer coyld only 
get a fair price for gasoline if the man who | 
produces the gagdiine must galt it at less than 
its actual cost to him to do it. 


MR. FRA'VLSY: Yes, is that fair and 
equitable? 
THE CHAIRMAN: Yes. I am not pressing 


for any argument tomorrow or any time. But I want 
to put it before Gounsel thatwe are finding it 
bothersome, and if they can give assistance we will 


be glad to heve it. 


(At this stage the Hearing was adjourned until 10.36 
AeMe, dune 16th, 1939). 
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Dr. G40. BROWN, having been 
recalled, examined by Mr. Frawley said: 
Now Dr. Brown, we had comploted a discussion of the Exhibit 
"308", (4), (B), and (C), and I had intended to ask you 
something with respect to this figure----+ 
THE CHATRI:AN: lire Frawley, had the witness 
completed "S08" (CG) before I interrupted him, I do not just 
remember but I thought he had not, had you Doctor? 
Yes, I had carried that through to the net profit shown 
there at the bottom of the page, $877,000 and then referred 
that back to the invested capital at the end of the year, 


1A 


which is Exhibit "411", and indicated that it would show a 


i } 
return on the invested capital of about 12-2/3 per cent. [| 


3 
\ ’ 


\THE CHAIRMAN: Yes, I remember that, All 
right. 
MR. FRAWIGY: Now I had intended to ask you 


sonething absut the 1938 realizations of gasoline, namely, 
9.1 cent per gallon, and to ask you if it were possible for 
you to tell us what the cost, by the way that realization of 
9.1 cent as I understand it is a composite figure which in- 
dieates what the company got back from all the jobbers and 
at all the prices charged the jobbers? 

For all three grades of gasoline. 

For all three grades of gasoline? 


Yese 


Now we know and it is clear from the evidence, perhaps you 
have not been paying much attention to it, that the companics 
pay, and you would expect that to be so, that the companies 
pay something more, the jobbers pay something more for a tank 
car of Ithyl Gasoline than for a tank car of Standard Gasoline 


and something less than either of those figures for a tank car 
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of third structure gasoline, that is an obvious situation 
48.4% not? 

That is right. 

Now the company charges different prices and that is some~ 
thing which we will discuss, and you would expect us to digs 
cuss, when we get to marketing, that is true, is it not? 

That is right. 

Nevertheless it has occurred to me that we night at least ask 
you to tell us why, if it be impossible, it is impossible for 
you to tell us what it costs the company to make that car of 
Ethyl Gasoline which they sell to jobbers and what it costs 
them to make a car of gasoline which they sell, cf Three Star 
which they sell to jobbers and a car of Acto and distillate 
and so on, and I thought that perheps one way of you to ap- 
proach that weuld be to give the Commission a description 

of whet the refining operation is in some detail and perhaps 
in doing that you might work into this question of the impos || 
sibility of finding the cost of each kind of gasoline? 

Well you would like to Mmve me begin with a description of 
the processes followed in refining crude oil. 

En refining crude oil and chiefly confining yourself to the 
Alberta operation with which the Commission is chiefly in- 
terested and as we go along explaining those terms which from 
time to time the Commissioners have heard and with respect to 


which they cannot be Sees to have any particular mee anak 


Cerro 


‘ Well the crude cil ie fb he material which is prodused from the 


prourd in Liquid form and exists in the ground as liquid. Then 


there is some material called "crude naphtha" which is a /conden- 
sate from the gas which is produced from the oil and gas 
horizon ./ The crude naphtha has to be processed at very much the 
same way as the crude oil in the serse that it has to be dis- 


tilled and treated, so tmt I think for simplicity’s sake we 
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ought to consider that the crude oil and the orude naphtha 
ave perhaps treated in the same mannor at the refinery, 


Oh hee that is a Simplification but I think it 13 justified. 


anc ACE IONE ESET EN CIE 


yi Then there is the absorption naptha which is a material 
[ absorbod out of the gas by an absorption process and ree 


covered from the absorption oil in which it has been absorbed 
from the gas. It has a high vapour pressure, a very volatile 
product and in order to use it efficiently in blending with 
motor fuels it is necessary to stabilize it, that is to 
remove these extremely volatile constituents which would eause 
it to vapourize too readily. If you take the raw absorption 
naphtha and blend an appreciable amount of that with gasoline 
the very volatile constituent in the absorpition naphtha will 
vapourize, that is in the fuel lines of the car, so that the 
fuel pump which is pumping the ee from the tank at tie 
tack of the car, at the rear of the car, up to the engine, will 
have to handle a relatively large quantity of vapour, that 
vapour being given off due to the vapourization of thése 
extremely volatile constituénts and under such conditions 
the capacity of the pump on the engine is not suffietent to 
handle this large vaporized volume and at the same time to 
supply enough liquid fuel to keep the engine running and 
that ia known as "vapour lock", which is a difficulty which 
has been very widely experienced and has to be overcome if 
the oar is to operate in a satisfactory manner. Therefore 
this absorption naphtha is treated in the refinery by a 
process known as stablization which removes these very vol~ 


atile constituents and reduces the vapour pressure of the 


absorption naphtha to , I believe, somewhere around 10 or 15 


pounds before blending, do yor. know what that 1a? 


MRe MCGRATH: No I do not Know what that is. 
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WITNESS: Anyway tho vapour pressure is 
reduced to a safe limit. /Rapour pressure ie Po bert: Moen 
is, expressed in the units of pressure such ag pounds per 
square inch and represents the tendency of the absorption 
naphtha or other material to form vapour. If we have the 
absorption naphtha at 100 degrees Fahrenheit and find that 
we have to keep a pressure on the absorption naphtha of 27 
pounds per square inch in order to prevent it vapourizing, 
we then say that the absorption naphtha has a vapour pres= 
sure of 27 pounds, so that the absorption naphtha has to be 
processed to a certain extent at the refinery but shaunar 
ily that operation is not considered as part of the refin- 
ing operation of crude oil although the expense must be 


borne by the refining operation. iia 


Now to go back to the crude oil 


and naphtha which we will treat together for the sake of sim=- 


plicity, the crude oil when it is brought into the refining 
area is run into tanks for temporary storage. From those tanks 
the crude oil is pumped through heat-exchangers, which heats 
the erude oil on the way to the stills by heat-exchange from 
the hot oil leaving the still. It is a measure for economizing 


fuel and increasing generally the efficiency of the operation. 


After the crude oil has been heated te perhaps 250 degrees 


Fahrenheit it is then usually passed through a settling tank 
under preassure and at this temperature in order to settle 
vut of the crude oil water and sediment which might gause 


trouble in the refining operation, in other words olean up 


the erude oil. This oil then at a temperature of about 250 


degreea usually then goes to the still. Now these stills may 


be of various types of construction. In the modern plant, 


those which have been built in the last few years, it is al- 
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most always a pipe-still in which the crude oil passes 
through a pipe, a steel pipc, of about 34 or 4 inches 
diameter ina furnace and in passing through this pipe . 

it may be heated to a temperature of some 600 or 700 @e- 
grees Fahrenheit and a large part of it vapourized. Then 
the mixture of vapour and liquid leaving this pipe atill 
will be introduced into a fractionating tower or bubble 
tower which consists of a tower perhaps six or eight feet 

in diameter, depending upon the size of the plant, and 

from 40 feet up to perhaps 80 feet or more in height. This 
tower consists cf a number of trays or bubble trays, as 
they are called, which contain or hold pools of liquid and 
the vapours passing up from below is forced to bubble 
through these trays of liquid on its way to the top of the 
tower. At the top of the tower the vapour is condensed, 
part of it removed to form the liquid products such as the 
crude gasoline or raw gasoline and part of it returned tO 
the tower to supply these pools of liquid which are formed 
On e&Gh one of these various plates. As the vapour passes 
up through the tower and comes into contact with these pools 
of liguid, there is an exchange of material, tho more vol- 
atile material in the liquid pool is vapourized from the 
liquid and passes up the tower with the vapour, while the 
less volatile Redoniele in the vapour are paae tae out 

of the vapour and absorbed in che liquid pools on the various 
plates. This action consists essentially of a number of 
successive distillations and condensations- The temperature 
of the vapour and liquid as it is introduced near the bottom 
of the tower from the pipe still may be 600 or 700 degrees 
and the temperature of the liquid and the vapour at the top 


of the tower may be about 300 to 350 degrees, so that only 
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those constituents Which may exist in the vapour state 

at atmospheric pressure, at about 300 Or 450 degrees 

will be carried uverhead from the top of the tower as a 
vapour and that stream constitutes the raw or crude gas- 
Oline. Somewhere down this tower, perhaps 6 or 8 plates 
froa the top, the liquid, in one of these pools, will have 
such properties as would be desirable as a burning oil 

such as kerosene, or possibly a furance oil or such prod- 
uct as desired. For that reason some of the liquid which 
collects in this pool, say 6 or 8 plates tslow the top, is 
removed as a side stream. The stream of vapour romoved 
from the top would be called an “overhead product" or "top 
stream" and this stream of liquid removed part way down the 
column is referred to as a "sSide-stream" because it is re- 
moved from the side of the tower rather than the top and 
out of that side stream liquid which is removed would be pro- 
duced the kerosene and other types of burning oil. 

Now at the very bottom of the 
tower will collect those high boiling fractions Whish are not 
vapourized by the heat supplied in the pipe still and also 
those high boiling fractions which are removed from the 
vapours as they pass upward through the successive pools of 
liquids and this bottom product is frequently referred to as 
"fuel oil" or "the residue" or "residuum". It is 4 residue 
in the Bense that it is the residue left behind through the 
distillation operation. This residue is then usually, ina 
modern plant at least, sent to a cracking still which is 
constructed in very much the same general way as the still I 
have outlined except that it operates at higher temporatures 
and higher pressures, and it has other devices in the plant 


for special functions, but it is generally similar, so that 
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residual product removed from the bottom of this fraction«= 
ating tower, would then be treated at a temperature from 
900 degrees upward, usually in a pipe still of somewhat 
Similar design, and then frequently passes through what is 
Known aB a soaking chamber or reaction chamber which is 
Bimply a large vessel perhaps 40 feet high and 10 or 15 
feet in diameter which is built to stand high temperatures 
and high pressures, so that the oil, this residual fuel oil, 
after being heated to a temperature of 900 degrees of more, 
is then flowed into this reaction chamber at such a rate 
that it may stay in that reaction chambcr a matter of 20 to 
40 minutes more or less, during which time the cracking op- 
eration which was started in the furnace, due to the high 
temperature of the oil in the furnace, continues, and the 
cracking operation is then allowed to continue to produce 
the desired product from this residual product of the top< 
ping or first distillation unit. The vapours from these 
reaction chambers will then pass up to a similar bubble 
tower or fractionating tower, with the overhead produots re- 
moved, which will constitute the crude cracked gasoline. In 
some cases a side stream might be removed also from this 
plant for the purposes of producing a structure distillate 
or for other burning oils but usually not kerosene and the 
very high boiling fractions which do not vapourize and w#will 
be taken out from the bottom of this tower by some similar 
equipment, is then a cracked residue. It has a very Low 
gravity and a low viscosity but is not usually useful for 
any purpose except commerical heating where the equipment 

is designed for handling such heavy fuel oil and in some 
Cases it may be converted into road oil for putting on the 


road or 4 synthetic asphalt and in some operations it is 
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cracked considerably further and produces ccke. 

Now in these sperations we 
have essentially two units, there is the first unit of the 
furnace and tower, which is called a topping unit for the 
reason that it top’ out of the crude oil the-more volatile 
components such as those which would constitute gasoline, 
tractor distillate, kerosene, light fuel oil and similar 
materials and leaves behind a residue but all of the mat- 

erial removed from the tower in this topping plant was 
Origianlly present in the crude oil but it was present in 
the crude oil as a more or less homogeneous solution and 
tho gasoline has to be separated from the orude oil by the 
operation known as "topping", in much the same way as you 
might say the cream and the skim milk arthe two components 
of ordinary milk but we cannot separate these unless we put 
this milk through a prosess such as a separator and in put~ 
ting it through the separator we get the two streams , cream 
and the skim milk, each of which was present in the milk as 
it was originally supplied to the separator. There is no 
Ghenical change brought about in this topping plant and the 
products from the topping plant are referred to as "straight 
run", such as "straight run gasoline", being the gasoline 


ones 
Se str ents tah a 


produced from the topping operation, meaning any cracking or 


stvaight run kerosene and 80 ON. 


2 ae 2 on = 
“ i - ’ a: 5 5 as 
of 4s : ae hi eee . y m tos 
= : 5 z F 4 
“ = m = i. , “ ~ 
Z ys - Pie 4 Ps ert 
, * =" Ss \e- = 5 2 Sans * ss j 7s 
be ‘ a y a a! 7 ge . ro . ioe . 
’ : : = : - be ae Trea = = , ; 
F = ‘ : ae g a of 5 2 
a te : : bs s 2 eo 
aa = . = : 48 ae ote aa A ae - 
rm au é = Fi 
on é mas ’ es re g ry 
sel : iz a4 : 
+ 2 i mem ee] A " , id 
- 5 5 ; : ; t ci: Gi at ? a: ey 
2 ' z 2 r . * aes 5 - 
¥ rey 4 a a . ad 2 
ena ben 4 £ ri 3 
5 Be "i od mit aed 
; i ae ce raed 
= 2 : 
~ = . wey , 
7 3 . “s YS Sy 
4 aS eet be ot bee 
_ Fe : AF re ad ‘ 5 > 2 ee 
eee . ; 4 #e ; oe Se E cha : 
: : = : > aaa TS fe : aoe . 
; . i ate 7 : : : - ; oe ae sh 
ao = Se iS 5 oa e re = eee 
7 coe om = aa : 
= i B re ow 12? a 
‘ 5 ~ ~ . = 
eS : Seat e < oa 
a2 ; 3 sae % 2 Sime 
cy 2 ry , 
at - 4 - = 
. a pee eas x a a - - 2. : wy 
ae bs ! Fs sy Be ¢ 3 < as ; 3 
‘ ie Vs 7 rs A 
‘ 7 5 - te : ~ 
~ S . ’ ‘€ = nage 
2 Sar = 5 ‘x4 = ee 
et neh ‘s ee % Fi cos be cs fee 
ms a : . tA 
7 A — 2 iiss: > 
a ‘ - ts aay oe, 
ea E: - son bho 
: xe wy ‘ Z’ \ 4 
nas z 2 % ‘a fe bay ce o » 
i ‘ a4 x 4 = dane a 
z . Z Ra ay fer | \ en 
art fe er ~ 
a XS ag pee 5 
g ae & ok Se e “a 1 jd 4 
spe m ee LB 2 Rs = Paes ro we 
ae in e's : z uae ss Pee =~ = ws peas vee cae 
se : ae Ses Ge seh - AL 
s s = Gees t bape e 4 a : 
- Ye - * Bo ri gS y, 
we . = te . 
~ Sears 3 ae = es, ‘ Ee “ S 
ro 2 fe Bae wt ‘ Re S J : ? : be 
re) Pa ‘ é ‘ oe 3 saa s ort a Se 
~ Pe a8 : ae rae Cay no 
* = i ey a es : ae A : , He fs 
ri “ ~ —- 7: ~ i neh B: %, ee 
She wie = Jieee 3 ‘ 
ae = a PS = Mee an Z _ ’ rye 
ai set dj a - = ys Pree 
‘ \ wat =e : = ae 4 
fot a —t 2 ome 25 eo : - 
oP} = é 
- +4 Bee ” 
@ - ax 
i 3 7 -t a eg 
rm i fe ae = = i 
ss - 2 = $ : - 
; ar ; oa = aoe oy 
© 4 ie c ae sa ~ : 
ae : > 2 ‘ 
or “Ss : ee ° oa ee 2 os ES 2 we ? : oe, 
= teal q = ty ea ate “tt a = : 4 2 
ae | 3 : e a Eos z < : oe Ze A : a; “ 
2 4 a E er, a8 " > Re aes oe 
- Ee -° mT. ote ay Se - <a “ 
Lad “ a ae { t tise = id eS 
oi ae Fos teat (Q oe = : 
- - —e ee) s ae « 
’ 3 mae om * s 
nae oe . es ee Ps R 
: a oS whee, . 
ms os a , wea -t : ae 2 me 
oe Ns : i Fa j 3 - — - Bred ; 
Re ~<a 4 2 7 — 3 & . * 
, S rs ; < si Gores ‘ be . 
Ps con aoe a ei - : : 
ae y it. be ea ie .. a = o ro 
n - ae 2s be ¢ i v7 r 
= 5 t= - ot = 2 Apes: ry 
a ~ . = Bo sat oo Ba ae * " & 
me acl by Z 
r - : * tae, * ; 
: Aes, a 2 - ¥ 
- ‘goa » = % 
‘ - ; . s Pia iy 


G. G. Brown ~91ie- 


Now these products which are »sroduced from the cracking 
unit which operate as a residue from the topping unit 
are all products which have been produced by some 
shemicel change brought about by the cracking operation. 
There was no gasoline in the heavy residual fuel oil 
which was supplied tu. the cracking unit. ‘Whatever 
gasoline has been produced from the cracking unit has 
been produced by inducing a chemical change in the 
materlal supplied to the cracking unit. So that 

all of these products are in their true sense synthetic. 
The cost of the cracking operation is always considerably 
greater than the cost of the topping operation because 
of the increased cost in the equipment necessary to 
withstand high temperatures and pressures and the longer 
time required to carry on these chemical reactions and 
avery, very important consideration is the fact that 

in these chemical changes there has been produced a 
rather large quantity of gas which is useless except 

as fuel in the refinery, or if there happens to be a 
good market for gaseous fuel it might be sold as gas. 
This gas ané some of the ccke which is formed scon- 
stitutes a loss in: the liquid recovery from the crack- 
ing operation and a go00d part of the loss shown in 

these figures we have been discussing is due to this 
loss incurred in the cracking operation. / Carrying 

it, therefore, to this point, we have simply the crude 


or raw streams from which the finished products will 


be made by chemical treatment and by blending. For 
example the crude or raw gasoline stream taken from 


the top of the topping tower must be treated to 
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remove the mercaptans and other sulphur materials, 

or at least convert the mercaptans into other 

sulphur ccnpounds. In the Mid-Cmtinent field*of 

the United States the quantity of mercaptans in the 
gasoline is reasonably small and it is simply nrcessary 
to convert this evil smelling merecaptan compound into 
other sulphur compounds by a process known as sweeten- 
ing, which does not remove any sulphur but simply 
sweetens the gasoline so far as its odor is concerned. 
In the Turner Valley crude the merecaptan ccntent is 

so high that it is necessary not only to convert the 
evil smelling mercaptan into other sulphur compounds 
which have a different odor but it is also necessary 

to actually remove some of this sulphur which may be 
present as mercaptans. So that in treating this 
House of Turner Valley here in Calgary the Imperial 
have evolved a method which seems to be very successful 
and economical in reducing the sulphur in the gasoline 
that may be present as mercaptans. So that this raw 
gascline stream removed from the top cf the topping 
tower is then processed again by putting it through 
another furnace and bringing it up into a vapor 
condition, to perhaps 500 degrees more or less and 
passing it through the towers under about SC or 4C 
pounds pressure in which there is alumina which is 

@ mineral having a more or less catalytic action on 
these gasoline wapors, and this elumina converts the 
mercaptans into other compounds such as free sulphur 

in the form of hydrogen sulphide, Now the hydrogen 
sulphide can be removed from the gasoline by treating 


it with some alkali wash, So by putting in this 
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special treating process of the Bauxite treater it 
is then possible to produce a gasoline of sufficiently 
low sulphur content and of a satisfactory odor from 
this Burner Valley crude where it would be extremely 
expensive to produce a satisfactory »vroduct insofar 
as the sulphur is concerned by the ordinary methods 
such as are used in treating crudes which do not 
contain so much mercaptans. That is one of the 
operations which has to be undergone in order to 
handle Turner Valley cruce in a satisfactory manner 
and is one of those things which increases the cost 
of the operation of Tumer Valley crude as compared 
with other crujes which are not cursed with sec much 
mercaptan sulphur. Well, similar but different -- 
I mean equivalent but different treating operations 
are also given to the side stream which will compose 
the kerosene and other products that may be removed 
from the topping operation. Now <o over to the 
cracking unit. We find that the gasoline, the raw 
gasoline from the top of the cracking unit must also 
be further treated. There are different ways of 
doing that. In the Imperial plant as it is nom 
operated, this stream is given a treatment with clay 
and rerun in another distillotion unit to produce a 
olear colored and stable gasoline which will not 
form gum in use and not cause trouble due to sticking 
valves, which is a thing we discussed the other day 
you remember as part of the problem that had to be 
met by the technical service division. And in re- 
running or redistilling this cracked gasoline there 


is left behind a residue which may be called 
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P. D. Bottoms P. D. beings the abbreviation for 
pressure distillate, The term "pressure distillate" 
being applied tc crasked gasoline as distinet from 
the straight run or topped gasoline. ‘The tem 
"pressure distillate" was introduced because this 
cracked gasoline was produced under pressure and it 
was a distillate product. The product taken off was 
not suitable for gasoline so it is called pressure 
ditillate. Then this pressure dist@llate being re- 
distilied leaves behind a residue which has been 
called pressure distillate bottoms, or in the short- 
Gemdyor whe industry P. D. Bottoms, And these 
pressure distillate bottoms may then be blended with 
other streams to constitute part of the traotor fuel. 
And then finally the cracked fuel oil which is dark 
or black colored material and eppears dirty to look 
at but it msy be a reasonably clean product in the 
sense it does not contain much solid carbon, is then 
sold as an industrial fuel cr possibly used by the 
railroads or something of that kind. Or it can be 
used as a material that can be reduced to synthetics 
asphalt or road oil depending upon condi ttonsy// ox 
py" sou can see that there are so mmy varied sroducts 
or streams produced from this one raw material, 
orude oil, that the cost of producing eny one of these 
streams cen be determined only after we have fixed an 


arbitrary cost for all of the other streams, If we 


take a simple case such as the dairy farmer who 


produces milk. It is possible perhaps by a system 


of accounting to determine over a period of years how 


much it costs that dairy farmer to produce one gallon 
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of milk, but if you ask him to determine what his 

cost of producing one gallon nf cream is as distinot 
from the cost 7f producing One gallon of skimmed milk, 
you can appreciate the dif ficul ty he would have. 
Because the oream and the skimmed milk are the twe 
ecmponents which make un the natural milk and he sannot 
fix the cost for producing his skimmed milk unless by 
some basis the cest of producing the cream is first 
erbivrarily fixed. In other words, if there is a 

gocd market for cream he can put all his cost ef prod- 
uc¢tion on the cream and then the cost of production of 
the skimmed milk would be zero, Or it may be the case 
that the cream brought a very fancy price and his cost 
of producing milk would be less than zere and he would 
be justified in pouring the skimmed milk on the ground 
and selling only the cream rather than selling the milk 
because he may then actually make more money. The san 
condition exactly anplies in the effort to determine 
separately the cost cf the various products that are 
produced from the refinery. Tf there is an excellent 
market for gasoline and kerosene and no market at all 
for the be avy fuel oil, as actually exists at times, 
the refiner would be justified in producing all the 
gasOline and kerosene thet he could and saying that the 
entire cost of production must be borne by the gasoline 
and the kerosene. He takes the fuel oil and burns it 
in a pit as a waste product. On the other hand if we 
can affix the cost of production, if there be such a 
thing, of the fuel oil and of the tractor distillate 
and of the kerosene and of all cf the other products 


that may be produced from cruce oil, except one, then 
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by the difference we can arrive at the cost of 
producing that one »vroduct, So that I velieve that 
it is utterly futile to regard e refinine ope ration 
from the standpoint of trying to determine the cast 
of producing any one of the particular products that 
may be produced, aie ee if we take all of the 
products which are produced from the crude oil we 
can then determine the cost of producing all of those 
produsts, because we know the total cost of processing 
the crude oil and we know that all of the products 
produced from the crude oil were produced at that 


Cost. So that the only satisfactory way of arriving | 


at the cost of a refining operation to determine the 


— 
cement 


capital return and whether things are as they should 
be,.is really to consider the cost of processing crude 
O41 to make the products Which were sold and tc con- 
Sider on the other hand the total return from ali.or 


the products ele from the erude oil y/ ‘So that 


for that reason in discussing the Basie from the sale 
of gasoline we have included in that one item all of 
the retums from all of the various grades of gasoline 
sold to the jobbers, Even if it was desirable fur 
some other purpose to try to arrive at a figure for 
the return to the refinery for Zthyl gasoline as 
distinct from their regular brand and for the third 
structure as distinct from their regular brand, which 
would be an extremely difficult thing to do because 

T doutt if the records are kept in such shape that we 


even could do that, but if an attempt were made to dc 


that, we would immediately put them all together again 


and come out with an average figure such as this 9.1 ¢. 
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per gallon such as in Exhibit "308" (c). So that 
we have @ number of these items sevarated and our 
effort is? to’ put them all tog ether and come down 
here at the end vo a figure of 70,83 cents per 
barrel for the spread between the cost of the 

barrel of crude oil and the price received for all 1} 


i fj 


of the products produced from that barrel of crude 


ae 


MR. FRAWL&ZY: In other words, to find 


Hy 


whet a refinery is doing. making money or losing asoney, 
and if so how much, you have not got to know how much 
they get for their fuel and how much they get for 
their oil, except as a means to an end? 
yi) That is right. What you know is how much they get 
for all of the products. 
From the crude oil? 


A Right. 
THE CHAIRMAN: As I understand they 


then can arbitrarily put their eost where they will 


with respect tc all products? 


A Except one. 
@ Yes, except one? 
A Exeept one. In other words, the cost of treating or 


processing a barrel of erude oil can be determined 
and that was determined for the conditions as set 
ferth in Sxhibit "308", and reported in "S08" C 

as 45.61 cents per barrel. Wow the cost of producing 
all of the products from one barrel of crude oil 
must total 45.61 cents? 


Yes? 


Bs Therefore you can arbitrarily fix the cost of producing 
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all the products except one and then by the difference 
that one must make up the 45.61 cents. And that 
one may have a negative cost or an exorbitantly 
high cost, depending on how the others are fixed 
Which is a purely arbitrary manner. The only con- 
sistent vay to look at it is the cost of producing all 
of these products which were produced from ea barrel 
», Of crude oil was 45.61 cents, and the returns from 
the sale of all of these products should bear a 
\proper relationship to the cost of producing all 
jof those products.” That is to say the cost of pro- 


ducing that I have given you, 45.61, is the cost of 


LE 


processing in the refinery. It does not include 
a ne raw materials cost. 
a Now a customer who wants gasoline we will say, a 
motor car fuel, is very much interested in where 
those costs are to be, isn't hes He does not care 
a bit what the other products cost? 


A That is right. 


So all these refineries may decide where they will 


<) 


put their costs, and of course if they do that wath 
regard to everything, they have to leave one over 
because it pioks up the slack. But they nonethe less 
as I understand it, and perhaps of necessity, but 
I want to understend it, they put their cost against 
whatever product they like end the.e is no way of 
showing that its unreasonable or improper?’ 

A Perhaps I have given you a little wrong impression 
in saying we can put an arbitrary cost against all 
products except one. That is simply a way you -- 


might do it on paper. In actual practice the refiner 
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does not put his cost against any one of these. He 
Simply sells all of them for what he can get four 
them and’ then adds up what he gets for all of the 
products he sells and figures whether he is meking 
money or losing money. If he is losing money he 
says "I have to get something more for some of these 
products", and he works around and sees what he ean 
get for them. In other werds, the selling price 

| | although it ts influenced by the refiner, is actually 


| |determined in the long run by supply ahd demand and 


, 


other economic factors. 
} 


Q | That is tho sales realization theory, I suppose? 
MR. FRAWLEY: Yes. sea 
Q TH CHAIRMAN: Cost is related ts the 


price you get? 
Bb Cost is related? No. I do not think so. The cost 
of processing one barrel of crude under these conditions 
was 45.61 cents, and the cost of the crude oil ahd other 
meterials, the absorption naphtha, averaged about 41.42, 
something like that. So that the cost of producing all 
of these materials by the refiner is a definite figures 
which is about 41.90. 
MR. COTPTLE: : yL.99 erude plus refining. 
A Yes, the crude and the absorption naphtha and the other 
things average around »l.99. 8o the cost of producing 
all the products produced at the refinery is a definite 
figure of $1.99 per barrel. Now that is fixed. That 
ts definite. Now, the return from the sale of those 


things must equal »1,99 if the refiner is to break 


evene 


Q THE CHATRIMA Ne Yes? 
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+ But the return is not the ccst. The cost is 41.99. 
The return may be 41.79 or it might be 42.19. 
Q MR. COTTLE: In this case it is 


peend 9 Dr ¢ Brown’? 


A In this case the return is $2.24 against a cost of 

pl e996 
q THE CHAIRMAN: That is on all products? 
B On all products. I cannot see how that ,1.99 is in | 


any way determined by the 32.24. I think that is 


what you indicated, Mr. Frawley, wasn't it? 


q MR. FRAWLSY: Yes. 
A I do not see any relationship between these two. 


wle99 is a definite figure errived at by the cost of 
crude and the cost of processing. ale 
G CHS CHAIRMAN: Yes. But that is all 
very well, and I think I understand it. -But one is 
impelled to the conclusion from what you say, it is 
quite impossible to say whether or not a person 
buying only gasoline is paying the proper price? ! 
You must again say 8 proper price on what basis. 


Quite so. That is one of our worries, of oourse. 


> 2D & 


That is the whole thing. 


Ly 


If we cannot find out what is costs to mke a barre} 
ef gasoline it would appear that we are somewhat in 
the dark as to what is a fair price for a barrel of 
gasoline, outside of the well known basis of whatever 
the traffic will bear. As I understand you, the 
refinery practice - and I am not criticising it, but 
I one to understand it? 


A = Right. 


As I understand you, in all refinery practice you get 
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so much crude and you sell for what you can all your 
preducts? 
A Yes, that is right. 
Q You know what it has cest you to refine that barrel cf 
erude into the various products that you have. You 
know what you have gotten for all of those products, 
but it is impossible tu say as to what the precise 
cost has been in respect of any product, any one. 
Any one alone? 


Any one aione. Yes, quite so? 


- © & 


That is right. 


It may seem perfectly absurd to all refiners or to 


& 


anyone representing them, but the fact is we are 
asked a question which would imply that we should 
make answers about this, and if we cannot our task 
is insurmountable. If we can, I want to know how? 
4 It seems to me the only way to do it would be exactly 
the same way you would approach the problem of what 
is a fair price for cream. If you know the price 
for milk, if you have determined a fair price for a 
gallon of milk, wha* is the fair price for a gallon 
of cream? You are faced with exactly the same diiemm. 
In order to determine the fair price for cream, you 
have to determine the fair price, arbitrarily or by 
some other means, for the skimmed milk. ee 
@ MR. FRAWLEY: And you say it is just 
#s impossible to find the cost of fuel ofl as against 
all gasolines. It is not only impossible to find out 
the cost of the various kinas of gasoline, hut it is 


just as impossible to find »sut the cost of all of the 


gasolines as against all the other fuel oil? 
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A Yés. 

Q Suppose you were just making two things, gasolines 
and furnace oll, we will say, some other particular 
Pingus: Just two markets instead of many, and all 
of your crude oil went into two barrels; gasoline, 
which you afterwards separated and classified and 
marketed and this fuel oil which would be used as 
burning oil, we will say, in furnaces and So one 
‘You say there again you cannot say these gasolines 
cost you so much as distinguished fron the fuey oi). 

eee That’ is so is it not? 

a You cénnot determine the cost of one unless you have 
the cost of the other. 

Q It its an endless chain? 

4 There are ag many variables as there are products 
produced, and there is only ore cquation, and to 
Solve one equation you can only have one unknowne 
So all the variables must be known but one. 

Q THE CHAIRMAN: Because in the process 
of making them all - or rather the processes by 
which they are all made are intermixed and entwined 
as it were? 

v) Yes. 

Q That is the reason. You do not go along to a certain 
stage and drop there one product and move along 
further and get more and sw on’ 

5 _So. 

ge FRAWLEY: You pick them up and 


bring them back and re-run them? 
THE CHALRMAN: I understand. Your 


explanation this morning has been very hei pruday. TD 
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understand it. 

Q MR. COMMISSIONER LIPSSTT: Is your cost of erude 
taken at 1.30 plus 15 cents pipe line rate? 

A The enst of crude shown in this exhibit "308-c", 
which is now a matter of history representing the 
1958 operations, is shown for Turner Valley at an 
average of ,1.37-7/10 cents per barrel. 

Q Does that include the 15 cents pipe line freight? 
Yes, it included the cost of the crude laid down 
@t the refinery. Right in here. These are the 


costs of the other materials. 


) 


There was just one other question, Dr. Brown, I 

would like to be shown. I think perhaps we have it. 

What is the percentage of loss between the original 

barrellage of crude oil that goes into the refinery 

and the total products recovered from the barrel? 

b In gallons you will find.- I will give you the. per- 
centage and I will show you how I get it. In 
gallons it is shown in the next to the last column, 
4,000,000 gallons loss out of a total of 69,000,000. 
It is 4,158,000 gallons divided vy the 69,032,000, 
which is about....... 

q MR. COTTLi: Ts that Bight? 2 
think it should be divided by the 67,000,000 gallons 
because the production of 62,958,000 comes from the 
67,116,000 after adjusting by the unfinishea stocks. 
MR. McGRATH: The 1,917,000 unfinished 
stocks ic production from that crude, Mr.Cottle. 

A. Yes. That was not sold. The 1,915,760 was not sold 

but it was produced from the crude along with the 

Loss of 4,158,900. I think that is right. So 4,158,000 
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divided by the 69,032,000 is just about 6%. So the 
loss in the over-all refining is about 6%. Now 
that loss is composed not only of the loss experienced 
in the cracking operation, but also the loss in the 
treating operation as we remove the mercaptan, sulphur 
and other materials from the various products, there 
is certain loss in that chemical treatment and that 
is alsn includec. 

Q TH2 CHAIRMAN: Do I understand that 
in - I suppose you have not made any examination of 
the accounts, and perhanys iir. McGrath will tell us. 
These are not severed in the books at all. This 
cost of making anything, no attempt has been made 


EO SEVECFeeece 


MR. MeGRATH: In our books? WNo Sir. 
THE CHAIRMAN: Ltvcis: the vt> ta Ly 
MR. McGRATH: Thaty bSesov Cena twe.s 


the way we look at the picture. There may be 
statistical statements made up, but this is the true 
picture of affairs right here. That is the way 

we look at it. 
THE CHAIRMAN: How do you arrive 
at what you put as the cast price opposite a barrel 
off gasoline, and the cost against a4 barrel of some 
other fuel thst we have been led to think is a 


cheaper kind? Namely, some other cCistillate, farmers' 


distillate? 
MR. MGGRATH: Costing the seme?’ 
THE CHAIRMAN: Yeo. It: eosts less 


than Esso, I suppose. I mean costs less for the 


jobber to buy. 
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MR. FRAWLiY: Why do you say that a 
barrel of heavy fuel oil for trectors costs Lesa 
than a barrel of Zsso? That is a good question to 
bring this thing up. 
VR. McGRATH: *@ GO not say. tie 
say we make a certain return on s barrel of crude 
and that is ‘the proper way to look at it, just as 
br. Brown has explained. 
MR. FRAWLSY: Now you do say, it is 
Sete. Leeaink? 

A bet me cover that. 


TH CHAIRMAN: mxcuse me, Dr. Brown, 
for interrupting all the time. but we hope to under- 
stand all this. 
. MR. McGRATH: we have a situation in 
Prenteries when we finish the end of the year. ‘ie 
have an inventory of gasolines, refined oil, tractor 
distiliate.and fued ott out. of propor tion), probably, 
to the production of crude. It is necessary to 
place a value, some sort of a value, an arbitrary 


value on these products. Mow, the way we determine 


that - mind you this is arbitrery, but it is consistent. 


THt CHAIRMAN: I am getting to under- 


stand tht perfectly. 


MR. McGRATH: 6 take a barrel of crude, 


plus the manufacturing and that is the total cost of 


running the crude oil. 
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ve know the fields which we get from them, from that 
barrel) of lerude. 

Q THE CHATRMAN: Yes? 
“e price the yields which we get elo Darra d or 
crude at the selling signee acul shen we take the total cost 
of the crude oil and manufacturing and proportionate it 
over the productsgon the basis of the volume Ana the 


Seluiie (price. 


Q Yes? 

A 1t is an arbitrary method. 

Q I understand that? 

A And that has been done for years. 

Q Now, what I am getting at, going behind that, how do you 
decide to fix the selling price, I understand that you 
ean allocate your cost with relation to what you Mmve got? 

A Yes. 

Q But how do you decide what to ask? 

A UCU aie cnet s e\s. 0's 

a} Why do you not ask a lot more for farmers:' engine oil 
ian you do for Hsso? 

A That is a Selling Department matter, we are here producing 


products. 
That is Mr. Halverson? 

A I think so. Anything dealing with marketing is 
Mr. Halverson, and we are dealing with refining at the 
present time. 
You do not fix the price for your Marketing Department? 
We do not, for the simple reason, if we did the accounting 
involved is tremendous. Some years ago we had billing 
prices and it consisted of 1,700 prices across Canada and 
it meant we had a staff working on billing prices all the 


time which could have been used for some other useful purpose 
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J. McGrath 
and it was gaining nothing and we had a great 
TEQUCT LON store tes ors ieee 

Q Somebody in your organization, and you think Mr. Halverson, 
will be able to tell us why it is that you charge more for 
isso gaoline than for tractor distillate? 

A I imagine he will explain the competitive situation on 


that, and I think that is the way he will cover it. 

4] MR. FRaWLEY: Then although he will probably have to say, 
almost have to say, that his Refining Department cannot 
tell him what the Esso costs any more t:an the tractor 
distillate? 

A That is right. We are interested in whether we make’ 
monevyronye “barre: of crude oil, or not, that is our 


primary ‘purpose. 


G You just leave it all to the Marketing Department, 
they can charge more for the various products, the 
farmers’ distillate? 

A As Dr. Brown expressed it, it is on a competitive basis, 
and I do not think they will charge more. 

Q But under extraordinary competitive conditions, the 


tractor distillate might be a much more valuable product 
than high octane gasoline, and Mr. Halverson might be 
justified in asking more Por its 

A That tractor distillate, I do not know, it may be of 


more value. 


More value, and a higher value than the octane gasoline? 


A Why do you say that? 

Q It is an assumption? 

A Oh, it is an assumption? 

a) Yes, I an suggesting it might very well be, you say he 


does not fix the prices because of cost, that is one thing 


elear? 
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Yes, that is correct, that is correct. 
Then it is left entirely to competition? 
Yes, I would say that. 
Cannot you imagine some extraordinary condition, some 
extraordinary condition in some extraordinary territory, 
where there were no automobiles at all but a lot of 
tractors, you see, and I quite agree it is an absurd 
assumption, but I want to put it to you that it goes 
that far, that the price which the Marketing Department, 
the price which they charge for these various products 
is according to the market demand, the marketing 
situation and competition, purely and simply, and not 
cost.at all. 
MR. NOLAN: If there were not automobiles 
we would not refine any gasoline. 
MR. FRATLEY: No. 
MR. FRAVLEY: I can give you one, take your Royalite 
coal oil in your own experience you had that at one time, 
there was more demand in your Imperial organization for 
Royalite coal oil than for high octane gasoline, that was 
the thing you were shooting for at one time? 
That is a long, long time ago, Mr. Frawley. 
It is a long time ago, in the bush country in old Ontario? 
I am not that old. 
tf have read it, I think? 
Pithink SO. 
In some T=perial Oil Review? 
Yes, I guess so, but I cannot discuss selling prices 


because I do not know anything about them. 


' 4 tc hae »| ‘ 
fi ve a * 4 Cre i 
fh Babee) eis. eT et Bm we 
CSW) eo eT, re ahh we mS , v 
{ KS ee 
pita ra 


< te 
} By Cay ok. 
Ae 7 OE EA Pans it 


a Piet as 


eh Dept! Oe cause 


Cia? 9'@ 


‘e 
4 
{ 
"i 
¢ 
os : 
v t 
% 
fy 
; is ( yr hae edie Sard isp 4 
Fi aa AS Ay me 
My + ‘ : 
? 
es, ; yey 
y we) ad cir ee a: oF 
\ ‘ia, H 
; Mahe 
wk : 
ts LA et pS saree - : A ‘i 
eo tahei ee 1 NS ‘ fu Bats wt \' 
j es ( ee ee ms 
wae } i ma Swarm 
oO LE TS rsd 
i 7 a) =. 
re te 2h ures hy 
4 5 ay a Li We paras 
. Y Ri: x I f iy) ¥ 
; 1 \ 
y ‘ F) te 
‘ ; 
{ ri 
rt : i f i N , 
, pn y: ‘ 
AO A = 
oN Desi. “ane | 
L sh eee coat Sh a 
i ‘ 5 ; 
Vi 
f H 
f 
LOPS ae By 
" By indie eine ‘i ik 
aig paged eek pet 
Tih v 
a S 
i iy + 
as 
mest 
ii n 
é 
, 
te 
af ae 
¥ 5 can 
i f f 
: y 
- <3 List 
i Z 
4 
rad \ E 
ath, K ee ‘i hy 
j { , a viel U 
{ oh 
a eee eh, eens? 
‘ a re ; : 
J igre wa y 
wag ¥ is a8 ad 
pate i sey iM, 
{ Pak) ha ae 
1 i ae an i : 
a 4 Lae ‘ aoe Ai 
x - * . 
4 
er) ee 
i Ns 
d 
we 
IE ase ' f 
iors Ug % 
ts ae 
ae * 
i j f { ye hls 
Dt are ie f 7 iy 
4 iy VN ee ih alae ts ton bo, Meee 
i { bie eae raak ane Loi Soe ela i hao ly 


we > bee a ee, dj a) FY : 
44 Tien REE 6 i re) ia en A] 


0 : 


J. MeGrath 


MAJCR LIPSETT: Does that apply, also, Mr. MeGrath, 

with regard to fixing prices for the jobbers ia 
understand for your own marketing organisation you 

do not fix any prices, Mr.Halverson does that? 

Yes, the fefinery fixcs no prices to anybody. They 

turn the gallonage over to the Stles Department and 

the Sales Department are the ones who establish the 
prices to jobbers and the tank-wagon prices. The refinery 
does not set any price of any of the products. 

Is that set without regard to any question of cost of 
any oi!, or do they get the average cost of the whole 
thing? 

I think the company or any company is primarily interested 
in the profits and the value on the crude of the entire 
Operation, that is what the refinery is concerned about. 
Now arbitrary methods of distributing costs tell you 
nothing. This is the real, the true facts of the thing, 
whether you are making a profit on a barrel of crude 

or’ not. 

TH: CHAIRMAN: You say it is just a matter of, really 

a@ convenient way of dealing with it, and it is as good 
as any to say that which brings you in the most you 
charge the most expenses to? 

No sir, we do not charge the most expenses to. 

But some other Department does, does it not? 

No, the only thing that I say on an inventory, if 

we have to figure an inventory then it is necessary to 
take a price for that purpose, because an inventory 

is not on the same ratio as the production of crude. 
You,.do, not charge ab. Le 


That is right, sir. 
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J. McGrath 
Q I understand that. 
Peo se ONG. Sars 
TH: CHAIRMAN: We will hear Mr. Halverson 


some day. We have heard a lot about him: 
That is wnat iswante to make ve lear, Je. 
MR. FRAWLEY: We Wi Tre iin a vee 
pipes and drums when he comes. 
WITNESS : I want to make myself clear 
on that. I have mentioned Mr. Halverson's name when it 
comes to selling, in the Sales end, and properly so, 
because I know nothing about it, so any questions you 
ask me about the sales part of our organization, I say 
"Mr. Halverson. I am not passing the buck. 
TH: CHaTRMAN: Ohi mo. 
MR. FRAWLEY: On no , "but Le tmersavar nis 
tTiis isa fairrquestion, you do not really care, as a 
reriner  yeyou do not really care what Mr. Halverson 
CWarecos Tor tue products 4, ob, of C7 

A I think the Directors of this company are interested in 
what money they make in, from a barrel of crude. 

Q That is really the nuts of it, you do not care what he 
charges? 

A Te have nothing to do with the selling end. 
What he charges for product a, bd, or c or d, it is what 
he brings back at the end of the year, and that is what 
you are interested in? 

A Yes. 
THE CHAIRMAN: And if you owned the crude, it would 
be a pure matter of selling crude, a pure matter of 
soLlines erude? 


A I do not understand you, sir. 


cui oe 
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Dr.GeG-»Brown 

Q I say if you owned the crude? 

A Yes. 

All this business of re iain it and marketing it 
and so on is disposed of and you are left with the 
disposing of your crude? 

A Taking the barrel of crude out of the ground and with 
the refinery tools, converting it into products which 
were sold, if we owned the crude. 

Q If you owned the crude? 

A nes, but unfortunately, .we do not. 

Q WOu are nos entirely devoid of, it? 

A “ell that, I should withdraw that remark, thet was not 
aiproper, remark) to wmake,, and I will.withdraw that, sir. 
TH: OHATRMAN: Theat is all, thank you, 
Mr. MeGrath. All right, Mr. Frawley. 

Q (MR. FRAWLEY: To Dr. Brown): Now, I think that particular 


phase has been explored unless someone has some more 
questions while we are at that, and if there be any, 

I suggest they be asked now, because I am going on wita 
Dr. Brown, on a different matter entirely. 

TH: CHis TRMAN : tL would bike tosceteinie 
clear, you scc when you put a competent expert in the 
box his evidence should be related to the things we 
have to answer. 

MR. FRALEY: Yesyui0t \coursesieyaas 

not left the box, he is to come back. 

TH: CHATRMAN: T understand that, but 
right here, here is a witness who ought to be competent 
to say "Your task is unsurmountable, you cannot get 
anywhere, you cannot possibly say this", if he knows 


that to be so, and if the questions and his answers 


pen 
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J. MeGrath 


are not satisfactory in your view, we will se: what 
other experts there are. I mean, we have concrete 
guestions here, if we cannot tell the Lieutenant 
Governor of this Province that gasoline should be 
a certain price because we havs no idea but what the 
distillate is distorted, and so on down the line, of 
alto tne  rerined products, all right. 

Q eee eNO DT, BPOWTL. » \sje2 4 oo 
THE CHATRMAN: If it is, competition, then 
wo had better Se finding out about competition in this 
matter, insofar as competition affects us here. 


MR FRAWLEY: Competition in crude. 


pr 


THE CHATRMAN: If that is the sole determin- 
ing thing to determine what is fair. 

MR. FPRaW Diy : Yes, weil of course we 

EWS NOG sisi ois (es 44. 

THE CHAIRMAN: I do not know, Mr. Frawley, 
I mean I am in the dark as you know, and I want to make 

it clear that a man compctcnt to speak with respect to 


our concrete questionS...-.cee. 


MR. FRAWLEY : Well, not all of them. 
THE CHATRMAN: Bre he is through, should 


answer those which are within his field if he can. 

MR. FRAYSEY: Now, that is it. 

Firs Be oH TRAN: So) that in the “endiwe wart 
be acting on and coming to conclusions on the advice of 
experts. 

MR. FRAVLRY; Yes, that is quite so. 


TA GHAIRTMAN : So far as. it is proper. 
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Dr.G.G.Brown 


MR. FRAWLEY: We do not want to take 

Dr. Brown out of his own department, but let us see 

if we can explore it any further, and perhaps we have 
Gxploren iu asefar &s we cen. Now, Dr. Brown, ‘one’ or 
the things which the Commission must go into under its 
commission, is,,they must conduct an inguiry into and 

to make answers with respect to, amongst other things, 
with respect to the fair and cquitable price, maximum 
and/or minimum, which should be charged by wholesale and 
by retail for refined petroleum products in the Provinge 


of Alberta. 


(Go to Page 9135 ) 
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THE CHATRMAN: Has the Doctor had an op- 


portunity of studying this program. 


MRe FRAWLEY: - Of studying the program... 

THE CHAIRMAN: Yes, and the Commission. 

MRe FRAWLEY: Yes. 

(MR. FRAWLEY TO DR. BROWN): That is the whole program ana 


that is the Commission and there you are? 
Which one are you referring tc now. 
I was reading from "K", you see the Commission is, if I might 
put it on the record, the Commission is the important thing. 
The program has been our attempt to put into a little more 
ordinary form the contents of the Commission, so that it does 
not really matter. I think you will find the program is as 
good a guide as any but the Commission is perhaps the better 
thing to look at, it is a little less hodgepodge perhaps but 
take on page 2, 3 (g): 

"The Price and/or cost of petroleum products sold to 

"jobbers and dealers in the said Province and the 

"fuators which enter into the determination of the 

"said price and/or cost and what the fair and equit- 

"able price and/or cost of petroleum products sold to 

"jobbers and dealers in the said Province should be". 
Now it is true that we have to analyse the question of re- 
fining but what the Commission, the Chairman has suggested 
to you perhaps is, that it is not enough to just make a 
good, careful analysis of refining practices, to determine 
that there is no undue waste, undue wastefulness, unneces- 
Bary expenditures in the refining, but after all it has to 
be related and carried on into the marketing price so that 


when we gcc 9.1 cent which is being charged to the jobbers, 
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"is that too much or too little. "Now you say, well I have 
answered this to some extent by relating ene refining cost, 
plus the costs of crude, the refining costs at least to 

the capital investment and that is a step forward, subject 
to what you are going to do with regard to the other plants 
but can you help us at all in the further problem of trying 
to ascertain what the jobbers should pay for a gallon of 
Sthyl Gasoline as compared to what he should pay for a gal- 
lon of Regular or Standard tank car or a barrel, and the 
same with the third structure, now can you put the two parts 
of the problem together for us without going unnecessarily 
out of your field; although I have a lot of confidence in yeu, 
Dr. Brown, I do not think you at any time will get very far 
out of things you know about? 

Well that is a long question, 

Yes, it is just really a resume? 

If I can perhaps tacklo this, 3 (g) which you brought out. 
Yes? 


And confine my remarks to that paragraph. 


OD  & 2" & Sp ee 


Yes? 

THE CHAIRMAN: How does it read. 

MR. FRAWLEY: 3S (ety, Lo) regas: 
"The Price ‘the controlling words you are familiar with, 
Mr. Chairman, but the actual words are: 
"the Price and/ or cost of petroleum products sold to 
"jobbers and dealers in the said Province and the 
"“Pactors which enter into the determination of the 
"said price and/cr cost and what the fair and equit+ 
"able price and/or cost of petroleum products sold to 


"jobbers and dealers in the said Province Should be." 


THE CHATKMAN: Yes» 
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mR. FRAWL2Y: And going on to the pro- 
gran, that is dealt with under (b) represented by, well 


it is dealt with also there. 


THE CHALTiw:AN: The program does not mat- 
ter. 
ike FRAVLLY: Ali right. 


The language used in 3 (g) would indicate to me that "price" 
and "cost" are used to indicate the same thing, in other 
words the 5 (g) hus reference to the price paid by jobbers 
or the cost to jobbers. Now if that is the interpretation 
which is to be put on that language it would seem to me that 
it is a marketing problem almost wholly. If the interpret- 
ation is that the "cost" refers to the cost of production of 
the products, not the cost from the standpoint of the job- 
ber but the cost from the standpoint of the refinery, I 
think I have already discussed that to some extent and it is 
my very definite opinion that if $(g) is to be interpreted 
as meaning the cost of producing the various petroleum prod- 
ucts, that all of the petroleum products produced from a 
barrel of crude must be considered at the same time, that 

it is utterly impossible to determine the cost of produc- 
ing any one of the various products unless in the same state- 
ment and in the same sentence the cost of producing all of 
the other products is also considered and that the cost of 
producing the products will depend upon the products which 
are produced. the relative proportion, and the type of crude 
run and also the type of plant in which it is processed but 
all of the products must be considered at one time. It is 
utterly futile to attempt to set a cost of producing any one 


product out of the numerous products which are produced from 
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erude oil. 
Q THE CHAIRMAN: Now you might take 1 (ce), 


as my associate points out, we are simply directed to 
finda: 
"The cost of refining and processing crude petroleum 
Nin the said Province and particularly the adequacy 
| "and efficiency of present refineries and the reason~ 
"ableness or otherwise of depreciation and other 
"Charges included in existing refining costs, and 
"what the fair and equitable cost of refining and 
"processing crude petroleum in the said Province 
"should be." 

Pi Now that can be done. 

Q TH): CHAIRMAN: Because you say that in- 
cludes all of the products? 

b That refers to petroleum which is the material which igs 
processed but the gasoline is not a material which is 
processed, nor is any other one product. 

Q Yes. Now then let us understand it, then you come over 
to this 3 (g) which we have been discussing: 

"The Price and/or cost of petroleum products sold to 
“"jobdbers and dealers in the said Province and the 
"factors which enter into the determination of the 
"said price and/or cost and what the fair and equit- 
"able price and/or cost of petroleum products sold to 
"jobbers and dealers in the said Province should be." 
Now that is what I am querying you about now, and what 
would you say are the factors which enter into the de- 
termination of the price. Now one of the factors, in 
most articles in the world, which enters into the deter- 


mination of the price is the cost of the production of the 
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article? 
dA That is, to look at it from that standpointe+— 
Q That i8 basic, 
A That is right and it also doer=--+ 
Q 4t has some relation, your costs may be very much greater 


than your cost of production, but thoy will never be less? 
A Not for long, that is trae and that condition does apply 


to the petroleum industry but that in the cost of produc- 


ing all of the products. 
Yes, Ll understand that, and you sayer-~ 
So long as you koep all of the products from petroleum to- 


gether and consider them all st once, then thesa@ questions can 


be handled. 

Q Yes, I understand Doctor, and you understand too that in 
order that you may help us, and I want you to underétand, 
that it seems to us quite clear that His Honour the Lieutenant 
Governor of this Province wants us to make answer, and per- 
haps we cannot, we may never be able to, but he wants us to 
make answer as to what is the fair price of say gasoline and 
these various other things, that the different kinds of 
people in this Province use, the owner of a motor oar iB 
not concerned with the farmer's fuel, the farmer is not 


concerned in some instances at any rate with the gasoline 


that the tourist uses-+-- 
A And neither of theme--- 
Q Z have no manner of doubt that this Commission iaotends that 


| we shall make answer to those questions and as 1 understand 


you, you cannot determine what tie cost of any of them were 
if we are to make answer as to wat the fair price is, we 


will have to arrive at it by different means and without re~ 
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lation to the cost of that particular article? 

That is right. 

Our nearest approach to cost is what it costs to make all 
of the products that emerge from a barrel of crude oil? 
That is right. 

THE CHATRWAN: ~Uite 80. 

WRe FRAWLEY: In other words if Mr. Hal} 
verson was also the refiner and the operation was a little 
smaller and lire Halverson not only sold the products but 

he refined them, I take it from you when he started out to 
spell he would leave the refinery and the refinery costs, 
and the refinery experience behind him and simply say "I 
have certain products to sell, now let me see what the 
market requires me to sell them at"? 

Except in the aggragate. The manufacturer of shoes puts 
eyelets in the shoe and he puts a shoe string in it and he 
adds the tops to the shoes and the heel and the soles, now 
when he goes out, what does he sell, he sells a shoe, which 
is the total production. He doesn't sell 5 cents for the 
pair of shoe laces in the shoe and 15 cents for the eyelets, 
he sells a pair of shoes but it so happens in the petroleum 


field you do not do that, you sell the eyelets separate 


from the shoe laces. 

But that boot man knows what the eyelets cost? 

Not if he mamfactures them himself. 

Surely he would, surely he would know what his eyelets cost 
but you say "no" if he was manufacturing them as one oper- 
ation at least? 
That is right. In order to determine the cost of his eye 
lets he would have to assess a certain overhead to that de~ 


partment, and he would have to do it in an arbitrary manner; 
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in other words, he would have to assess the cost 

te the manufacturing of all the other parts of the 

shoe and then by the difference load the eyelets 

for the balance, and usually in manufacturing prosoesses, 
the price is the exact price of the operation, but in 
refining crude oil,- usually the manufacturer goes out 
and buys something, then buys something else, and weaves 
them together into a finished product like a motor ear, 
but in the petroleum industry, it is the exact opposite, 
he goes out and he buys one product, the crude oil, and 
breaks it down into a number of products to serve the 
community, and the whole thing is the reverse of the 
ordinary manufacturing operation, and as a result the 
ideas that would apply to the manufacture of moter cars 
has to be put into reverse, and you cannot consider 


the problem; from the same points of view. 


fm) 


Me packing industry is very similar, is it not, 
A Yes, where they buy a carcass and break it down to the 
component parts. Now, what is the cost of producing 
a rib roast as compared with sirloin steak or round 
steak, what determines, why is a rib roast more than 
a@ round steak, and it is the same principle exactly. 
Q So I have been told. 
Q GUE CH.s.IRMAN: ALL Tights) then, the reason 
for paying more for the rib roast than the round steak, 
i suppose, is that there is a greater demand for that? 


A Yes, economic factors. 

Q Yes, a greater demand, and what other pe eple sell 
rib roasts for? | 

A It igs talking of the supply in relation to the demand. 
Yes? 

Q MAJOR LIPSETT: These instances, of course, Dr. Brown, 


are all based on genuine and complete competition? 
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Yell, there may, or may not be, competition, in the 
packing industry or the peel eum, (nage I do not 
think that competition is excluded from any one industry 
and confined to others, that is, there may or mey not be 
competition, and I think that is a separate factor, and 
that again is determined very largely from the marketing 
end of it because competition is really felt only in the 
market. 

Th: CHAIRMAN: “ell I was recently reading an article to 
Mr. Frawley in which a very great man said that competition 
was now dead, true competition, however, that is not your 
Pield. 

MR. FPRAVuLEY: I will ask. Dr. Fry about that. 
(MR. FRAWLEY t Dr. Brown) I want to ask you something which 
may overlap with marketing, but I think in view of the 
very last question,asked you,that people pay more for 

this petroleum product than for that petroleum product, 
it is largely a matter of taste, and so.on, will you 

let us have your views on the need in the Alberta market 
for high octane gasoline? 

Yell, perhaps I had better begin that answer from an 
explanation of what the difference between high octane 

and low octane gasoline is, and what effect it may have 

on the operation of a car. 

You see, we do know that high octane, you can almost 

take that as evidence from me, that high octane gaSline, 
Ethyl gasoline, sells for more in this territory than 
standard gasoline, and standard gasoline sells again 

for more than third structure, and following up this 


question of the utility of endeavoring to ascertain 


be 
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the cost of these three products separately, 

I think it would be of some value to the Commission 
to have the nenefit of your views as a chemicsl 
engineer, of this business of having, of selling 
high octane gasoline, which in this territory is 
called "Ethyl pesos’ and the need for it, the need 
for people paying that much more, if there be any, 

Or ti 2b%2S,4a pure question of eaprice, and so on, 
een aaa hear what it is all about? 

A Heli, can besin, perhaps, by explaining, if. 2, can, 
the difference between high octane and low octane 
gasoline and the motor performance, which is the only 
evidence that a user has that he is using the high ‘or 
Low soctane, pasoline, perhaps I may be of Some help. 
It is a question which may be answered in a number 
of different ways, perhaps by individuals who hold 
differ cnt opinions, and before I would answer the 
question, I would like to set forth the basis for 
my opinion. 

Yes? 

A To begin at the beginning, a motor car operates on 
what is known as the Otto-cycle, it is usually the 
Otto 4-stroke cycle. It is called a cycle because 
the yee keeps repeating the same series of opera- 
tions over and over again in 4 eyelitic manner. Jk ae 
called the 4-stroke cycle because there are 4 strokes 
to the piston to complete one cycle, and it is called 
the Otto-cycle after the man who was originally successful 


in building an engine to operate in this manner, a German. 
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Oh, it is not a-u-t-o? 

A No, it is o-t-t-o - cycle. In this oy eten if I might 
use my hands as part of the engine, I think I can make 
it ¢leer.4 The top of the A ein Ghamber or the 
head of the motor, which will be represented by my 
left hand, held so, and the piston will move up anda 
down undérneath the head of tan cabiar en chamber 
Crtie. Cylinder Nead, as it .is called.) Ye start with 
the piston near the top, at the top dead centre, a 
vacuum in the combustion chamber above the piston and 
below the cylinder head as a clearance vacuum, and 

at that point the intake valve is opened and as the 
piston moves down on the first stroke of the cycle, 

1% sucks air through the carburetor, it takes up the 
g2quidg) sasoline and vapors, some of them, and, carries 
the rest as a fog or mist in the air until this mixture 
is drawn into the combustion chamber by the downward 
movement of the piston on the first or intake stroke 

We now have the Combustion chamber full more or less 
with this explosive mixture, and during this intake 
stroke, where the piston moves down, the pressure of 
the atmosphere does work on the piston, and pushes the 
piston down. Now we tave to compress this mixture 

and during the compression stroke, both valves, the 
intake and exhaust, are closed, and the piston is forced 
up against mae vexplosive mixture in the combustion 
chamber, taking energy out of the fly wheel and compress- 
ing this explosive mixture to a high pressure. During 
this stroke, the piston does work on the mixture which 


is proportionate to the pressure of the mixture in the 
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cumbustion chamber and to the deerease in volume 

of the explosive mixture brought about by the 

upward movement of the piston. At this point, both 

the valves are closed and the explosive mixture is 

at a high pressure of about, let us say, 100 to 120, 
andthen the ignition spark is passed into the pressure 
part of the chamber, and this mixture explodes or DUuPKa, 
and during that explosion or combustion, the temperature 
is increased, and due to the inereased temperature, the 
pressure is greatly increased. Then this high pressure 
of the gases pushes the piston down on the third 
stroke or power stroke and because the pressure on the 
piston during the power stroke is greater than the 
pressure on the piston during the compression stroke, 
more work is done on the piston as it is forced down 
during the power stroke than was done on the explosion 
mixture by the piston during the compression stroke, 
and at the end of the power stroke the piston is at 

the bottom dead centre, and the exhaust valve is open, 
and then the piston moves back, pushing the burned 
gases out of the cylinder pes isd atmospheric pressure 
and in the ideal ayéie the work done on the piston 

by the atmosphere during the intake stroke, the first 
stroke, is equal to the pressure done by the piston 

On the gases during the exhaust stroke, so that those 
two factors cancel out, and *he work done by the engine 
is equal to the difference between the work done by the 
piston, by the gases on the piston during the power 


stroke when the piston is forced down. 
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And the work done by the piston on the expansive 
mixture during the compression stroke - well these 
work terms are proportional - would inorease or 
decrease in volume of the mixture. So that if we 

take the power stroke that allows the piston to go 
down a greater distance we are going to get more work 
out of the expansive mixture than if we take the piston 
cown a shorter distance. The same thing is true of 
the compression streke, in the reverse direction. If 
we compress the mixture more we do more work on the 
mixture than if we compressed the mixture to a lesser 
degree. However, the work done during the power 
stroke is always greater than the work done by the 
piston and gases during the compression stroke beo&use 
the pressure throughout the power stroke is greater 
then the praeaaes during the compression stroke. So 
that if we build an engine then with a large increase 
and decrease in volume as the piston moves up and down 
we are going to get more work out of the same amount 
of expansive mixture. We are going to have a more 
efficient engine and an engine that will do more work 
and have more power. So that it would be very simple, 
@ nice easy simple proposition to simply build motors 
of what we sall high compression ratios or high 
expansion ratios, which means that the volume of the 
combustion shanber when the piston is at bettom dead 
centre is large compared to the volume above the 
piston of the combustion chamber when the piston is 

at top dead centre and the compressien ratio represents 


that lerge volume to the small volume between the piston 
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at bottom dead centre and top dead centre. Nowa 
compression ratio of 6 or 7 or 8 is regarded as a 
fairly high compression ratio for automobile engines. 
The higher the ec o»ression ratio the more efficient 
will be the use of the fuel and the greater will be 

the nower output of the engine. Now with the motor 
oar manufacturers desiring to put on the market cars 
which have high power output with a relatively small 
engine would want to use a high compression ratio 

that will give them more power, Furthermore it will 
also give them a more efficiat engine with the result 
that the miles per gallon will be greater and that is 
the only meens we have of increasing both the power 

and the efficiency. If you put in a larger engine 

we will get more power but you will not get more miles 
per gallon. In fact you are apt to get less beeause 
you have heavier engines to carry around. So that the 
industry as a whole has been focused on this matter of 
high compression ratio. There is one Limitation or 
difficulty to the use of high compression ratios aside 
from any mechanical limitation and that is the burning 
characteristics of the fuel. Tf we have this mixture 
compressed to a high degree and ignite the mixture at 
one poins by means of a spark, we find the flame will 
spread in ell directions away from the spark on an 
expanding surface and as this mixture burns from the 
Spark plug it becomes heated end expands and compresses 
the unburned mixture that has not yet been ignited and 
this unburned mixture is compressed to higher and higher 


pressure and also becomes heated to a higher temper- 
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high 


ature while the first part of the mixture burns, 
Therefore, this compression due to high temperature 
under pressure closes the association between the 
oxygen molecules and the molecules shift 

and we find the fuel actually becomes partially 
oxidized and forms a combustible compound much in 

the nature of a high explosive. So thet after this 
cembusticn has proceeded to a certain extent under these 
temperatures and pressure conditions , the unburned 
mixture simply detonates or lets go with a bang in 

the same manner as a high explosive, So that really 
we then have part of the mixture at a moderate pressure 
of about 500 pounds, that part that burned first in the 
norma! manner, and the last part of the mixture which 
detmates perhaps at @ pressure of 2008 pound Ss. If we 
have a pressure difference of that nature in any gas 
velume the high pressure gas will immediately expand 

in the same wey 2s the high powered gas leaving the 
muzzle of a large caliber rifle ferces back the low 
pressure gas. f£né we get a sound in these conbustion 
chambers set up by the same iieans as the sound of a 
large caliber rifle when it is fired. There is also 
accompanying this detonation a resulting expansion loss 
in power beoause the high pressure of the last part of 
the mixture turned, which is 2000 pounds, is dissipated 
by compressing that part of the gas which is only 300 
pounds pressure and just. as the work done during the 
power stroke is greater than the work done during the 


. aA | Wy te fe} ne or the 
compression stroke, we finc that the work do 


work energy expended by the high pressure gas due te 
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the detonation on the low pressure gas is much greater 
than the resulting work dome on the low pressure gas 
with the result that there is actually leas energy 
available to do the work or the piston following this 
detonation than there was when the combustion was normal. 
That energy which is snparently lost 9r di 6sipated in 
the sound wave and the high velocity pressure wave which 
is set up, has the same effeet on the combustion chamber 
as though the surfaces of the combustion chamber were 
being hammered eas heavy hammer. Tt heats the surfaces 
of the combustion chamber and dissipates energy in that 
manner. That is one of the important limitations to the 
use of high compression ratio engines. In order to 
overcome that we have either to use fuels which do 

not form the unstable oxygenated compounds frequently 
referred to as peroxides and detonate or else use 

some kind of addition material which will inhibit or 
retard this action. Lead tetraethyl used in Ethyl 
gasoline is an addition compound which tends to prevent 
detonation, and the use of the cracking process which 
makes a chemical change in the composition of the crude 
oil and its materials, produces a gasoline of such a 


chenical structure that it has less tendency to detonate 


then straight run gasoline. The use of other materials 


such as Benzolhas the same effect. Now the value of 
this gasoline ts the user is dependent solely upon the 
user having a car or an engine of such high compression 
ratio that the ordinary fuel will not knock or detonate. 
Otherwise there is, of course, no benefit of him using 


a fuel of these special characteristics if the fuel of 
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ordinary characteristics fully. meets his requirements. 
Therefore, the widespread use of these high compression 
ratio motors had to wait upen the wide» distribution 

of fuels of a rather high octane number, With the 
universal distribution of fuels of about 72 or 73 
octane number, as represented by the regular srade, 

we now find practically all motor cars equipped with 
motors of such @ compression retio eyet they can 
utilize to the maximum efficiency regular structure 
gasoline. And in. some cases if a men has a higher 
compression ratio motor or adjusts his oar so that 

it has a greater tendency to knock or detonate, he 

will find that he should use perhaps the Nthyl gasoline 
or some specially high octane gasoline in order to get 
knock free service from his car. On the other hand, 
some people may so adjust their cars or use cars with 

@ low pressure rat*o or put in two or three cylinder 
head gaskets underneath the cylinder head so that they 
could operate in a satisfactory manner without knock- 
ing on third structure gasoline. But the man who has 
reduced the compression ratio of his motor or is using 
an old ear with a low compression ratio is not getting 
the efficiency out of his power that the man is who has 
a modern motor with a higher compression ratio. There 
are, however, a great many other factors which will 
determine the efficiency, carburetor adjustment and 
the general condition of the engine. In the laboratory 
in meking careful tests, it appears that the actual net 
ordinary motorist does not exceed 


improvement to the 


ibe ts"2 om about 
about 10% when the octane number is increased from 
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DDL UD 6O "about 70% 

MR. FRAWLEY: The net improvement to 
the ordinary motorist is --- 

In general the performance of power output is about 
1¢% when everything is adjusted to take full advantage 
of the inorease in octane number from about 55 tc about 
TO. Along with which there is also a corresponding 
increase in efficiency or decrease in fuel consumption 
so that the eeenet benefit is perhaps in the neigh- 
borhood of about 15 or 16% mn the particular type of 
car that I was using in these tests, but. I believe 

it is generally representative. Similarly as the 
Octane number is increased above 70 there is roughly 

a corresponding improvement in performance. Now there 
are other factors than the improvement in performance 
of the ear which must be considsred in determining the 
value of any particular product to a user. If every 
user was an engineer and did not care about style and 
his wife never drove the car and all he was concerned 
with was power and mileage, perhaps that figure of 16% 
for the octane number difference between 55 and 70, ur 
55 and 72 weuld be the whole story. But the increased 
power of 10% during the accelerating period when you 
are starting up from the red stop light at the corner 
will make all the difference in getting ahead of the 
procession or being crowded off the edge of the road 
and taking third or fourth place. So that 4 great 
many individuals are willing to pay perhaps 25% more 
for the increase in power and efficiency which may 


amount to only 10 or 15%. So that the actual value 
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between these different fuels of different octane number, 
that is the actual value to the consumer is going to be 
determined in the long run by the consumers themselves 
and what they are willing tc pay for meds rather small 
differences in the individual cases between these fuels. 
It is my opinion, which is well considered after a good 
deal of work in this field, that there is no necessity 
for any high octane gasoline over and above the regular 
grade. In other words, I believe that all cars could 
be operated in a reasonably satisfactory manner with 
regular grade gasoline. However, by special adjustments 
and due to the individual differences in various cars 
and the preferences of many different drivers there is 

a certain group ef consumers who cre willing to piy more 
for fuels of a higher octene number because in their 
particular cars and the way they drive they think they 
get better performance, The rational answer to the 
question is, of course, all automobiles requiring the 
same octane number of motor fuel, a uniform octane 
number which has been made possible by the use of lead 
Tetraethyl in bringing up to a certain standard all 
commercial gasolines of regular grade. Then, of COUrSE , 
on the other side of it there is the man who does not 
care so much about style and the little extra »nerfor- 
ance he gests perhaps from using even regular grade 
gasoline. He may retard his spark and put a couple 
of extra gaskets under the cylinder herd even on 8 
modern motor and use third structure gasoline. Now 
it all depends on how much trouble these other people 


are willing to go to, although they could use third 
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structure gasoline and the difference in orice between 
third structure gasoline and the standard grade as to 
how much third structure will be sola, T believe 
that perfectly satisfactory performance could be 
obtained on all present vehicles if properly adjusted 
by the use of regular grade gasoline. Thererore,;, I 
consider that there is no necessity for high octane 
gasoline provided there is available a gasoline of 
labout 7e@, 75.or 74 octane as a regular grade. ‘There- 


fore, for those people who wish to use a high ootane 


If 


gasaline there is no reason at all why they should not 


be supplied with it. bi 


& 


MRs FRAWLEY: Is there any additional 
value in the fact that we are in a high altitude in 
this province? 

A At high altitudes the pressure is less and therefore, 
the tendency to detonate is less. I believe asa 
rough indication this is about 400€ feet. 

MR. NOLAN: 34CC feet. 

A Let us take a round figure, 3500. IT should imagine 
that would mean driving on the level under comparable 
@onditions st an octane number avcout 7 less here than 

at sea level would give corresponding performance. 

So that if 75 is required to give comparable performance 
at. sea level perhaps somewhere around 68 would be adequate 
here. On the other hand, this country has a good many 
hills and mountains and whenever you are in a mountain- 


ous territory; the requiremamts on the engine are much 


heavier and you usually require a higher octane number 


to get equally satisfactory performance. IT know a 
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number of people in the “ast who drive through the 
Alleghany Mountains and will use regular structure 
when they are driving on the level but when they 

are making a trip through the mounteins they will 

tank up with ®Sthyl because of the superior performance 
obtained in the mountains. The fact of there being 
mountains here may to a certain extent neutralize the 


advantage of the high altitude. 


(At this stage the hearing was adjourned until 2:00 P.m. ) 
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(HXAMINATION OF DR. BROWN CONTINUBA BY MR. PRAWLBY) 


MR. FRAWLEY: | ‘At the noon adjournment I 
was just about to call your attention to the octane 
number in the specifications, Exhibit "302" which is a 
statement of specifications of the Imperialts products 
and you ses there that the octane number is from 76.5 tn 
77, both summer and winter, there does not appear to be 
any distinction, and the 3-Star Sasoline 71 to 71.5, well 
now looking at their Fsso Gasoline, which they call Easo, 
where it runs in octane from 763 to 77, and if you will 
assume with me that one marketer in this Province, if 

you will assume with me that one marketer in Alberta,his 
lithyl Gasoline is 8% octane number as compared to the 76% 
or 77, now what arc your views, following up what you 
have said this morning, as to the values to be obtained 
from increased octane number, what do you say as to the, 
oh, the practicability, value of that increase in octane 
numbers between those two ithyl gasolines, each selling in 


the market at the same price of course. 


THE CHAIRMAN; Which two? 
MR. FRAWLEY: The 76. 
THE CHAIRMAN: «Exhibit "202". 


MiRe FRAWLY: On Exhibit "302" amg he will 
have to assume with me, nee it to the witness to assume 
with me that the Texas Company sells its Ethyl Gasoline 
with an octane aoe of 83? | 

Well I am assuming that these octane numbers are determined 


by the same method. 


Yes? 


And alse secondly that they properly represent the road 
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octane number, that is the octane nuaber as reported is a 
determination made in the laboratory and it is eiotabenns 

the equivalent octane number us dotormined under actual 
operating conditions on the road will be different for 
different cars and in the average my even be different 
than these values dctermined in the laboratory. 

Yes? 

Making the assumption with you that the octane numbers are 
properly representive of the road conditions and that they 
are determined by the same method, the 82 octane number as 
compared to the 77, which shows an octane number difference 
of about 6, would indicate, would be of such a degrec of 
difference that it could be determined by drivers who were 
Operating their cars at 4 point where one of those fuels 
would knock and the other would not. lxpressed in percen- 
tages it is almost nothing but an intelligent guess but it 
would be about perhaps 3 to 4 per cent difference in perform- 
ance, which is just perhaps beyond the experimental error in 
making comparative tests. The value of one as compared with 
the other would depend again entirely upon the conditions of 
use, the psychology of the purchaser, car adjustment and so 
on but there woul@ not be very much difference in the two 
fuels. 

No, well now, you put it to us this morning that in your 
Opinion, looking at the picture overall, that there was no 
need for a higher octino gasoline than regular grade of 72 
octane number and starting from that, what do you think as 
to the necessity for an 83 octans gasoline in the Ethyl 
grade, Ethyl Gasoline grade, or what we call first structure? 


Well my same statewent would apply to that, certainly if 
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there is no need, and by "need" I mean necessity of such 
a product for the reasonable satisfactory operation of 
automotive equipment, if there is no need for & 78 octane 
as compared to a 72, there certainly woulda be no need for 
an 82 as compared to a2 78. 

Yese AS you go up in octane numbers, it may be that next 
year a marketer would come on with a 90 octane gasoline, 
that could be made commerically I suppose? 

Oh yes. 

What does aviation gasoline run in your experience’? 

Well it varies from.87, 10C, 125. I believe the stand- 
Poo eor Or Moet: of 1 now, is 1% not. 

MR. weGRATH: ve sell more 80 than 87, 
WITNESS: Yes, there is an 80 product 
too, unleaded EHthyl 74 octane. I know there is 87 and 
then there is one around 93 or 5) and 100 =:nd I bcliecve 
they have done some experimental work with 125. 

Yes, now that is aviation gasoline but I mean in view of 
the way that these octane numbers are jumping, it might be 
that a marketer will come on next year with an octane gas~ 
oline, with a gasoline of an octane number of say 90 and 
again not wanting to explore vur marketing discussion, but 
wanting the benefit ov your Views as an expert, chemical 
engineer, what would you say as to this, what would appear 
to be an octane race aniong these refiners and marketers? 
Well from an engineering point of view it seems to me that 
practically all motor cars are designed to operate satis- 
factorily on what ie known as regular grade motor fuels, 
which now has an octane number usually, I think it is 72-74 


(free) 
by IL-3 method, so that it would seem from a chemical stand- 
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point that if the cars are designed to operate satisfactor- 
ily on a fuel of such octane requirenents and that all such 
regular grade fuel has that octane requirement, that there 
would be no need for an appreciable supply of fuel of higher 
octane rating and in this territory where we have an altitude 
of 5500 feet approximately, that statement should apply with 
even more force than at the sea-level. 

Q And you are aware of course that in this territory the dif- 
ferential between Ethyl and kegular is 2% cents? 

A That is what I understand, yes. 

Q Bo. right. 

Q THE CHATHLAN;: Have you heard any suggestion, 
Dr. Brown, that manufacturers of cars sre interested in 
Lthyl and so they construct their cars only so that that 
product can Be used? 

A ZI have heard assertions of thut kind and 1 believe there are 
a number of individuals who really believe thate Ib is my 
own opinion, and I am really close to some of these méenu~ 


_facturera who have an interest in the ithyl fluid develop- 


ment, that their attitude is to put out a car which will 


operate satisfactorily on Standard, negular grade fuel but 


a 
NNR 


“dn some cases to build that car so that it can also take ad- 
vantage of high octane fuels when, as and if they are avail- 

able and if the car user wishes to use pe in other 
words their cars are designed so that they can operate en- 
tirely satisfactorily on regular grade fuel but that they 
Can also, by proper adjustment, get superior performance to 
a degree from fuels ot higher octane numbers so that again 
my statement that remeoote, aie need for the higher octane 
fuel I think still applies but I do not mean to imply that 


some users may not really get a benefit from the high octane 
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fuel of one kind or another and may be entirely justified 
to pay the higher price for it because of their particular _ 
conditions but I also believe that these samo users can 
get by in a reasonably satisfactory manner with their equip~ 
| | ment by changing the adjustment on the regular grade fuel. 
Q | Mie FRAWLLY: Let me ask you this, Dr. Brown, 
if a 72 octane gasoline costs x cents and we know the dif- 
ficulty now, but if it could be determined, to have cost X 
cents per gallon, what would 85 octane cost? 
A Cost? 
Q, Yes, cost? 
whyanything from X minus something to X plus something, I 


do not know what it would cost, you mean by cost---- 


Q I am assuming, now it may not be at all, but can the dif 
ference in octane sumbcr----- 
A Be evaluated? 


Q No, can it be brought higher by the addition of leaded 


tetra~ithyl ° 


A Yes, in some cases. 

Q In those cases where it might be---- 

A It would go from 72 to 80. 

Q From standard to 88? 

A Well that only in certain cases and-~-- 

Q I mean cost in the refinery you know? 

A Well wait o minute, if I understand your question, this 
is a hypothetical case which may exist and again may not. 

a Yes? 


4nd it means we have a particular gasoline of 72 octane. 


Q Yes? 
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A Which can be increased to 80 by Simply adding lead to it. 


a) Well let us see if that comt---- 
A That is an assumption and it may exist and it fiay not, and 


then you want to know how much load would have to be added 
to bring it from 72 to 80. 
Q Correct? 
That might vary from some very large quantity whioh it 
would be impractical, down to perhaps a minimum I woula 
imagine of about 1¢ to 14 c.c. to a gallon, that is a wine 
gallon? that Pate be about 1$ to 2, would it not, that 
would vary, yes, See eae 1s to 2 o-c. at a minimum per 
imperial gallons. I cannot think offhand now whether such 
a fuel can be .obtained but thre might be such a fuel 
produced. 
Q Mike NOLAN: i.ay L ask the Doctor, if 
that assumes that there was no lead in the 72 octane gas 
in the first instance? 
A Yes, that would assume no lead in the 72 octane and a fair- 
ly good susceptibility at that. 
Q LR. FRAWLEY: Assuming, what is in my mind, 
assuming , it is difficult you say but what I would like 
to get is some idea of the refining, of the values in the 
refininery, at the refinery door, the refinery exit 
door, of those two gasolines? 
A Well I tried to make clear this morning, lire Frawley, that 
I think it is utterly impossible to differentiate that way 


unloss you fix everything else. Now in order to produce an 


80 octane gasoline I know that in actual practioe it is 
necessary to either select special crude or put it through 
@ special process and then add some lead to it. Now what 


is the cost of the special crude and the special process all 
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depends upon what the cost for the other products are, 

and we are in that same predicament, to answer that 
question as we were as to what is the cost of producing 
gasoline versus kerosene or furnace distillate. 

fou cannot just say that the 83 octane gasoline has more 
value or did cost any more to make, in the refinery, that 
is to make it, than the 76 octane gas, to the mamfacturer 
who is making it? 

Non eG all depends upon conditions. 

Yes? : 

It is conceivable that one manufacturer might produce a 
gasoline at 80 octane at less cost than another manufact- 
urer may produce one at 76. 

would you say that this octane rafe is going to leed 
necessarily to a rapid obsolescence of refining plants 
and early reconstruction, earlier than ordinarily, re- 
construction of plants? 

Yes, it has done that. 
And we might expect it will do that in this territory? \ 
Pet nk ws doing “1tis | 
itis doing it is this territory’ 

Yes. 

Mae FRAWLEY: Well that is very interesat- 
ing » 

WA JOR LIP SETT: Mr. Frawley, I do not think 
your qestion was quite what Dr. Brown answered. He said 
that one ma nufectus er aight make 80 or 83 octane gasoline 
cheaper than another manufacturer might make 76, but I 


think what you were putting to him,was it not, in the case 


of one manufacturer making both. 
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MiRe FRAWLEY: Yes. 

MAJOR LIPSETT: Both octanos,a high octane 
would cost more than the other. 

MR. FRAWLEY: Yes, I was interested, 
clearly hc has, Dr. Brown has answered the question but 
he has given a 72 octane gasoline unleaded and we desire 
to make it into an 83 octane gasoline by the addition of 
lead¢i tetra Ethyl. 

It is the additional cost of the leadefi tetra to be added 
and I figured a minimum of 1% to 2 c.c. per imperial gal- 
lon . 

To complete it, what is the laid down cost of leaded tetra 


Ethyl per a.c.» in this Territory? 


idk. MCGRATH: w8 point a 

WIT NESS: 28-100ths of a cent per c.c. 
Mine MCGRATH: Yes. 

WAJOR LIPSETT: | Can you bring that now into 


the increase of the cost? 

Weld-if Le toon two o26.'s of Sthyl fluid. per imperial gare 
lons that would mean an increased cxpenditure for lead of 
66-100ths of a cent. 

Half a cent? 

A little over half a cent, and there would be smie handling 
charges and so on in blending tat, which would increase that 
somewhat so that it is conceivable that it might be possible 
if a refiner had a particular fuel of about 72 octane and 
the proper lead susceptibility, that he aight be able to 


convert 72 octane into 80 at a cost of 3/4 of a cent a gal- | 


lon or thereabouts. 


MR. FRAWLEY: Wow are you sufficiently 


familiar with the Imperial operation to know how they «ake 
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their é-Star Gasoline, whether it is by simply taking 
straight run and adding lead tetra ithyl or whether it 

is a blend of straight run anda cracked, to which lead 

is added or what? 

Well I think one of their men can answer that question 
more assuredly than I can but I have seen their plant and 
my recollection is that their regular gasoline is a blend 
of straight run and cracked with the addition of the proper 
amount of absorption, of stabilized absorption and lead to 
bring it up to their requirements. 


Mes, that) is about right, is it not? 


whe MCGRATH: That is right. 

THLE CHATRiiAN : That last answer I didn't 
Bet. . 

MR. FRAWLEY: The last answer. 


That the regular grade---- 

4-Star Gasoline®? 

S-Star Gasoline is manufactured by the Imperial refinery at 
Calgary by blending their cracked gasline with straight run 
gasolinc and also blending the proper amount of stabilized 
absorption naphtha and the required amount of lead tetra 
Ethyl to bring that to the desired specifications. i might 
add that I believe in this particular case at Calgary it is 
impossible from any commercial standpoint to convert that 
gasoline into. 80 octane by simply adding lead. 

You think you cannot convert that gasoline, that 5-Star 
minus its lead, increase that to 83 octane by adding lead? 
dell that is the same thing, lI believe that it i8 commercial- 
ly impossible to convert 3-Star gasoline of 72 octane or 
thereabouts, 71 to 71% as given here, to 80 octane by simply 


cdding lead to Uteor, ap sou suid, taking the lead out and 
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then putting it back in and then putting some more ine 

It is the same thing, so perhaps it is not an unfair as~ 
sumption that the Imperial hag this octane rate to con- 
tend with, or had it in mind, when they decided to build, | 
the new plant, the more modern plant in Calgary? !/ 
£ believe that is one of the important factors. i 
MRe MCGRATH: Jith the improved tractors, 


tractor gasoline requires better octane gasoline. 


WITNESS: Yes. 
MR. FRAWLEY: Theat is still an octane rate. 
WRe MCGRATH: Yes, the lower grade gasolines 


have to be a better quality, the third structure gasoline 


has to be a better quality to mect with the improved tractor 


designs. 

MRe FRAWLEY: Now if there is anything fur- 
ther on this question of high octane versus low that anyone 
Wishes to ask about I wish they would do so now because IL 

now intend to proceed with Dr. Brown to another matter, an 
entirely different matter, and that is the price of crude, 

the field price of crude. 

line MACLEOD: iiay I ask Dre srown a question 

or twO,T-mean growingout of the examination this morning. 

THe CHATRisA N: You are appearing, ire MACL 70.p 
Wire ig ACLHOD: For the Texas Company of Caneda. 
(MR. J.E.A. MACLEOD, K.C. APPEARS POh THS TEXAS COMPANY OF Cana Dé 
WR. TMACLEOD: Dr. Brown, I gather from your 
account of the refining process given this morning that, as- 


suming two refineries were putting through a fairly equal 


volume ard with equal efficiency, that the cost would vary 


according to the quality of the crude? 
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fou mean the cost of manufactur ing? 

Yes? 

The processing cost. 

Yes? 

The processing cost will vary with the character of the 
crude. 

And the crude varies in character according to the different 
fields? 

That is right. 

Turner Valley I think you told us is of a different character 
from sone other fields? 

That is right. 

And that would be reflected in costs? 

In the processing costs, yese 

Now with regard to this octane question, I was not here un- 
fortunately when you were asked the first question but 1 
understand that the sky Chief of the Texas Company was 
mentioned, was it. 

Z do not recall that particular name being mentioned. 

wRe FRAWLEY: Not by name. | 
THs CHATiIdAN: The Texas Company was mentioned. 
The Texas Company was mentioned. 

MRe WACLEOD: Now anything you have had to 
say about that, I presume is based entirely upon the cctane 
number, I mean you are not talking generally about any 
product that the Texas Company may sell? | 

No, my answer to that question was limited to the assumptions 
given me in the question and which I believe I stated in ay 
answers. 


That one had an octane number of such an asiount and the other 
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something else? 

A That is right. 

Q Now I would also like to be clear on another matter, the 
octane number is not fixed entirely, is it, by the ad- 
dition of Ethyl fluids? 

A No, that is one means of improving the octane number. 

Q And two gasolines might have a similar octane number and 
in getting that octane number in one, they might have to 
use more of the Ethyl fluid than the other? 


A That is right. 


(Go to number 9167 )} 
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So that it is quite possible for a manufacturer 


A> 


by the result of research and so on and modern 
equipment, i produce a higher octane gasoline 
than another, octane number gasoline, without 
reference to the amount of ethyl fluid introduced? 

A That is right. High octane number gssoline may be 
preduced without any ethyl fluid. 


You talk sbout there being no need of anything more 


rom) 


than the standard grade. I presume you would have 
Said thet ten years ago wouldm't you? It is only 
a relative matter is it not: 

A Ten years ago. Let me see. I do not believe there 
really was a standard, universally recognized octane 
number ten years ago. 

C I mean I am not talking so much about octane number 
now but the quality of gas we had then served our then 
purpose? 

A Yes. 

C And there was no need of anything better? 

A At that time that is right. 


So that it some msthod had been employed to stabilize 


2 


the quality of gasoline at that time, we would still 
be there, wouldn't we, and never have any improvements’ 
4 If there was no change there would be no chéenge, 
certainly. ft think what you mean there, if any action 
had been taken to prevent the marketing of different 
gasolines then there would have been no improvement. 
4 “hat I really mean is this, when you speak of need, 
you simply mean we can get alonz today with that 
particuler gesoline? 


4 Yes, our needs change from time to time. 
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q And when our needs change it is only by the product 
being improved that our needs do change? 

y:) Yes. The needs of tomorrow are the luxuries of today, 
perhaps. 

a MR. FRA’. LEY: Now, Dr. Brown, one of 
the other things which the Commission is concerned 
WiGD. 1S ONAL VS LNG e:0 ie: 0:0 
TH CHAIRMAN: Perhaps hir. Nolanwants 
to ask some questions? 

MR.NOLAN: Wo, I do not think there 
is anything on that, thanks. 

& MR. FRA LAY: Now, the question of 


the posted field price of crude. Now, we have already 
Spent quite some time analysing the present posted 
field price of crude which is yl.20 for 406 gravity, 
and 91.80 for 48 gravity. But we will stick to the 
Dheaoe 

& 48 gravity, 1.30. 

C. “ell, we have been talking all the time about 48 
gravity, beceuse Mr. McGreth's computations were 
based on 48. I do not suppose it matters a bit 
which one you take so long as you stick to it 
all the way through. 

A Well, we will stick to 48 pravity, Turner Vatiey 
orude as representa tive of what we are talking 


about. 


Yes, that is what we are shooting at and analysing. 


fy 


Mr. MeGrath came and first explained to us how the 
price was posted and why, in January VO S86 at 
January 1938, the Imperial posted this price of 11.50 
for 48 gravity crude, which hed been up to that date 


. 


gal rea . Prana aie nee Le! WES eat 
. aaa am oy Diy Jae ite eae i ah ae Se OP i 


Po Ths 


ate te hat i ae 


a ig ; 
“J is ) k ne a au : ww 
re i panecere 8 abe tae 
ie’ = : ‘ hah gi a ; 4 . a ; Sg CL y eae 
jhe, eee mH Mg 
ZOD ah rites 
ve 
1” ; - hs 


Ai aes ie ere 
i“ ig Neely 


Wa yah 


3 ath : My 4 ts sage: 


, 
ae, 


é sur 


i nt * 
a re 


TH3 
3 


-9169- 
Dr ® G e G ° Brow: Ne 169 


le52. And then Mr. MeGrath told us, and I think 

you heard something of this yourself when you gave . 
evidence before the Tariff Board in Ottawa, that 

was with a view to expanding the market for Turner 
Va!) ley crude as far as it was then thought reasonable 
to go, and -that the price came down, being the 
average of four prices. This is nov purely historioal. 
They averaged the value of 1.02 to serve vhat was 
called the Manitoba market with products refined at 
the Regina Refinery, and the price of 41.15 to serve 
the normal Regina territory from the Kegina Refinery, 
and a price of 5.92 to serve the Coutts area in Alberta 
from the Calgary Refinery, and »1-62 to serve the 
normal Calgary refining territory, cnd the average of 
those prices was »1.430 which was posted on the Sth 

of January 1938. As I say Mr. McGrath was asked to 
state the factors which entered into the posting of 
the present price, and He gave us that as the history 
of it. He also said he and his company had come to 
the @onclusion that the average basis was not a 
sound way of posting price, and that they were not 
doing it, or not attempting perhaps I should say, 

to justify it on that basis. In fact he told us 
Turner Valley crude had now definitely lost the 
Manitoba market, and the simple fact is that the 
Manitoba market reaching as far est as Portage la 
Prairie in Manitoba, is no’ served from the Sarnia 
Refinery with Illinois crude. So following on that 
Mr. MeGrath vas asked to prepare some computations 
based on what, in his Company's opinion, vas the 


competitive price in Menitoba and also at our request 
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built up a calculation based on 41.10, being the 
competitive well price in Montana ; He did that, 
and you have in front of you Sxhibit "268%, whioh 
is a build-up of Turner Valley values starting with 
wleO0O crude at the well, and there is another 
exhibit which I would like to get for you, which 
shows the build-up for .1.10 at the well. 

Mr. NOLAN: . I think it should be 
made clear that the two exhibits "268" and "gZ69" 


were requested from us by Commission Counsel. 


MR. FRAWLEY: Both of them, Mr. holan’‘ 
MR. NOLAN: Yes. 
MR. FRAWLBY: I did not request 


anything on the basis of 1.00 tecause there was 

a friendly controversy between us as to whether the 

price was (1.00 or yl.e1l0. Commission Counsel 

and Mr.Cottle never at any time had any information 

ether than the effective well price was yl.10. 

MR. NOLAN: ane point ¢<s that 

the ,1.00 figure we gave wes the corporate opinion 

of the Company, and was at the Sth of ganuary 1938. 
Q MR. FRAWLEY: Mr. McGrath told us 

when he filed Exhibit "268" and .xhibit "269" that 

the $1.00 that there was so much talk about, was 


the corporate opinion of his Company at the oth of 


January. 
THE CHATRIBN: Lot 
@ MR. FRAWLEY: 4nd he saw no change 


to vary from that to now. He also said in the 


endeavour to review this that the 4%1-00..... 


THE CHAIRMAN: On the Sth of January, 
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19385 
MR. PRAWLAY: The 5th of January, 
1938. He also said one could only tell what that 
Montina price was by going out and buying some. 
With all that by way of background, I would like 
your vievs as to what you think the value - what 
this Commission should teke to be the fair and 
reasonable - well just a second, what this Commission 
should find to be and recommend to be the fair and 
equitable field price which should be paid, taking 
the words right from the programme. There are doubt- 
less various considerations involved there, and 
various ways of approach, and I would like you to 
discuss the whole matter fully? 

yy Yell, the determination of a fair or reasonable price 
for crude ina field, is again every complicated 
question, because that price can be set on the basis 
of any one or any numb r of many divergent and .ven 
conflicting objectives. By and large, throughout the 
United States, they have reached the conclusion that 

he posted price for crude oil in the verious Tisids 

Should be sufficiently high so that sufficient capital 
will venture into the crilling operations so as to 
continually develop and find more crude reserves at 
a rate to maintein the reserves in sight sufficient 
for approximately 15 yeers, and that the price should 
not be so high as to encourage drilling beyond that 


rate. “ell, of course, thet is e feotor whieh; can 


operate only over @ long range and over a wide 
territory in which there are a number of different 


fields. #very once in a while a new field is opened 
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up with crude at @ sertein price, and we have our 
various oil floods, the Seminole and dgast TYxas and 
other fields. But that seems to be long vange 
objective tlt is recognized by the Government Boards 
and the industry generally in the United otatese And 
that same principle, I think, should be considered 
@s one of the factors in the proper and fair price 

in Turner Velley. If the price is too low no new 
drilling will be carried out and only those producers 
who now have their wells in will produce oil, and the 
field will not be developed. On the other hand, 

if the price is too high, the field may be developed 
too rapidly and may encourage too much drilling 

and that will also be unfortunate. That is one of 
the factors which should be considered. It, perhaps, 
Cannot be considered as the sole fector by any 

means, but it is one that should be texen into 
account. There is another very important fector, 

and I believe the one which can be handled in a 

more satisfactory manner, end I would suggest it 

as perhaps being the simplest, safest and perhaps 


the most generally satisfactory basis for estimating 


or setting a fair value for Turner Valley crude. 


And that is thet every crude supply on the Continent 
is more or less bucking every other supply. The 
supply of crude down in Illinois is seeking a market 
and it has now displaced to a very considerable 
extent Mid-Continent crude from Sarnia, and as it 
goes into Sarnia at its price, which is lower than 
the Mid-Continent effective price, the products 


from thet Illinois crude will back up through the 
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Great Lakes and come into ‘Jinnipeg, Manitoba. So 
that through that means, Turner Valley orude is 
bucking against Illinois crude. Similarly, there 

is a crude in Montana which can be refined at Regina 
and also the products from the Montana erwe may 

be shipped into Alberta and through these means as 
well as other means, Turner Valley crude is really 
seeking markets and bucking against the Montana 
crude, such as Cutbank. So that a fair and reas nable 
price for-crude oil in the field can perhaps be 
determined in the most satisfactory way by a con- 
Sideration of the competitive conditions in or at 
various points. Comparing competitive conditions 

of products from Turner Valley crude and Purner 
Valley crude itself, with the products from other 
erudes and the other crudes themselves, I recommend 
that procedure because I belteve that it is some- 
thing tangible and if it is sonsidered rather care- 
fully will automatically include the other factors 
which I have mentioned. However, if it is decided 
that Turner Valley crude is to seek a much wider 
market than it is now supplying, that is to say 
Turner Valley crude is to be delivered on the Great 
Lakes and perhaps carried down to Sarnia in direct 
coupe tition with Illinois crude at Sarnia, then we oan 
arrive at the fair price on that basis by this same 
means I am recommendi ng. That is: the competitive 
senett ions of Turner Valley crude with other crudes 
at certain locations. If it is decided Turner Valley 
erude is to reach Tidewater at Vancouver, to compe te 


with California crude there, the same method can be 
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applied to that situation. Therefore, I recommend 

this as perhaps the most satisfactory way. And as 

an example of that, txhibit "268" and Bxhibit "269" 

show how a specific case may be considered. Referring 

to Exhibit "269" in particular, the competitive 
condition or the competitive position rather of Cutbank 
crude of 37 gravity at Regina as refined by the Imperial 
Mil Company at Regina has been calculated in relation 
to Turner Valley crude at Regina, and refined by the 
Imperial Qil Company at Regina. ‘ith the result that 
the feir and equitable price for Turner Valley orude 

on the basis as set forth in xhibit "269" can be 

set in relationship to Cutbank crude. The same 
procedure can be followed out for any other territory 
or point where Turner Valley crude should be considered 
MO rSsupOLY Lhe’ market. In my opinion, the vel) price 

of 37 gravity Gutbank crude of {1.10 is at the present 
time a reasonably low price. I doubt if any appreciable 
Quantity of Cutbank crude could be purchased at @ 

Price loss than o1,10. I mean by thet, enougn: to 

Supply ai. reriner one some 2000 barrels @ day or 
possibly more. As has beenstated of course, that 
price can actually be determined perhaps, only by 
Someone going in and trying to buy erude. I belisve 
that price under present conditions is about as low 

‘as could be expected to obtain such quantities of 
Cutbank erude, although I know there is erude being 

sold in that field locally for less than yl.00 

@ barrel. Now, to the bpeuce at the well has been 
added gathering and loading expense, freight to 


Regina and it shows tht at Regina one barrel of cbutbank 
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crude would cost %1.92 laid down. Now this Gutbank 
crude can be refined in a number of different ways. 
It may be refined according to the process of the 
Imperial Oil Company at Regina, in which case it will 
produce certain products. It may be refined in a 
Skimming or topping operation in which ease it will 
produce different products, and therefore, the relative 
value between Turner Valley crude and Gutbank crude 
will be different for the different refineries that 
may be operating in thet territcry. But the problem 
is one that can be worked out in the same manner for 
other refineries. Wow the Imperial Oil Refinery at 
Regina has cracking facilites aveilable, so that it 
is possible to convert a relatively large quantity 

of fuel oll, which is obteined from topping Gutbank 
crude, into gasoline with the result that the Gutbank 
crude has a higher relative value in the Imperial 
Oil Refinery than it would have ina plant which is 
equipped solely for topping erude and not cracking 
it. Now. the way that the Turner Valley crude may 

be appraised relative to tho Cutbank orude in 

Regina is then to figure out how much Turner Valley 
crude must be processed by this particular refinery, 
such as the Imperiel, in orcer to supply the same 
products as the Cutbank crude is supplying. And 
according to Exhibit "269" and the supporting data 

on which - are they in, the supporting data for 
that? 


MR. McGRATH: Mz. Cottle has them. 


Q@ MR. FRAWLEY: I suppose Mr. Cottle 


has it hore some place? 
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By I have gone through these supporting Galoulations 
in that data and this figure is correct. That it 
only reouires .785 berrels of 45 gravity Turner 
Valley crude, and about .089 barrels of absorption 
naphtha, to produce substantially the same products 
&S would be obtained from one barrel of Gutbank 
crude. So that the cost of the Cutbank crude at 
Regina equel to ,1.92 is going to balanced against 
a smaller quantity of Turner Velley crude, because 
Turner Valley erude has more gasoline in it and will 
supply the markcts in a more efficient manner. 
However. Cutbank crude has more fuel oil in it, so 
that when we use a smaller amount of Turner Valley 
crude to supply the same markets as Cutbank, we do 
not have as much fuel oil left over. But this fuel 
Oil is a low grade product. It does not bring a 
very good price, and there is ho economic use in 
piling up additional fuel oil to be sold ata 
price below the cost of crude-> s5o that we-simply 
take the Turner Valley crude and produce the high 
grade products from it, but not so much fuel oil. 
But because this adcitional fuel oil prodwoed from 
the Cutbank crude has a value, the cost cf the Cutbank 
crude which would supply approximately the same 
market as this .78 of a barrel of Turner Valley 
crude, you reduce by 15.86 cents, which is the amount 
received for the extra heavy fuel oil obained from 
Cutbank erude. Therefore, to put Turner Valley 
erude on exactly the same competitive footing in 
Regina at the Imperial Refinery. .78 of a berrel of 


Turner Valley ~crude plus a smell amount of absorption 
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naphtha has a value at the Imperiel Refinery of 
91.77-2/19 cents, when Cutbank erude can be purchased 
for pl.10 at the well in Montana. From the ple77-2/10 
we then subtract the cost Beane absorption nephtha 
as laid down at Regina, which amounts te e little 
over 18 cents, That is about halfway dewn the column 
on Exhibit "269", Then that leaves us »1.59-1/10 
the value of .783 of a barrel of 45 gravity Turner 
Valley crude laid down at Regina to be processed 
by the Imrerial Oil Company in competition with the 
Cutbank crude at »1.10 at the vell. Therefore, the 
value of 1 barrel of 45 gravity Turner Valley orude 
would be »2.268 at Regina. Now as I intimated there 
is an additional cost in the treating of Turner 
Valley crude due to the high mercaptan sulphur. 
It also has lower lead susceptibility, due mainly 
to the fact that there is more straight run gasoline 
produced and less cracked gasoline. So the additional 
cost for the additional chemicals and for the additional 
amount of lead reguired are then subtracted from this 
value of 1 barrel of 45 gravity Turner Valley crude 
at Regina, and we have a value of ,1-96-7/10 laid down 
at Regina. From that we subtract the freight from 
Calgary to Regina of 53-2/10 cents and the loading 
charge at Calgary of sr oents, and the pipe line and 
ee charge of 15 cents, leaving us with a total 
deduction of 73-2/10 cents from the ,1.96-7/10 or 
ple23 at the field, for 1 barrel of 45 gravity, 
Turner Valley crude. Correcting thet back to 48 
gravity, 2 cents per degree would add 6 cents to 


that, making {1.29% cents as the price for Turner 
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Dr. G G. Brown. 


Valley crude ae the field to put it in an equally 
competitive condition with Cutbank crude at the 
Imperial Refinery at Regina. I believe on that 
analysis that price is correct and it will be noted 
that that price is very close to the present posted 
price of »i-d0. I would like to emphasize again 
that this comparison might come out ontirely dif-~ 
ferently if we were saking our comparison ona 
different operation such as a topping operation 
rather than a cecmplete refinery in which topping 

and cracking is used. It also might be somewhat 
different if the marketing requirements at Regina 
were different, or even if the market price structure 
at Regina was different. But this represents a 
comparison on the conditions as they now exist and 
contemplates the production of gasoline of the same 
quality at Regina as at Cajgary, and I believe is the 
best method as applied to a comparison between Turner 


Valiey and Cutbank crude 


(Go to Fage 9179). 


, 
e 

Ze 

Z ees 


onus é 
' ae ~ . 3 
- ' 
7 
ae 
‘ @ ai ‘e: " 
the ice oe 
wd) 3 
aes en * 
: c 2 ae 
: i 
e Ve J 
e a : : 
= . wit ES 
\ 
’ . 
or : . be fae 
. R 
et 4 ec 
Pe = 
Ba * 


i ee SE Fi ae 


pre. Gs Brown 


I might point out that if it were possible to produce 
a satisfactory gasoline and tractor distillate at 
Regina Pou the use of any absorption naphtha that 
my calculations indicate that that would enhance the 
relative values of Turner Valley crude by approximately 
12% cents a’ barrel; in that case it would be necessary 
to process more crude but the absoprtion naphtha could 
be eliminated and the crude is a cheaper tiaterial than 
the absorp tion naphtha and therefore, the operation 
would be more economioal but I am not sure that a 
satisfactory product of gesoline or tractor distillate 
can be economically psrwduced at Regina without the use 
of some absorntion, however it is perhaps a matter of 
balancing against the actual conditions, but that would 
make the equivalent value of 45 gravity Turner Valley 
crude about 1.42. T am inclined to believe perhaps 
that,with the conditions as I think they exist in 
Montana, that even if Turner Valley crude carried a 
price jof 1,40, that it would still supply the) refinery 
Operations at Regina; whether or not it would be used 
in quite such a lerge amount as is now used might be 
open to question but I believe that 31.40 would still 
hold to the Turner Valley crude approximately the same 
territory for markets that it now holds but that condition 
might chenge in a very few weeks and I do not wish to go 
on record as recommending any such action without much 
further investigation. 

Q Banyo) Co o=—- 


THE CHATPMAN: What further investigation? 


A A consideration of other crudes and the consideration of 
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competition from the States in Southern Alberta, 

which IT have not analysed here. This hes been done 
mainly es an example to show the methods which might 

be used and the conclusions that would be reached 

from this single analysis but I do recommend as the 

best method of arriving at the fair price for Turner 
Valley crude, to proceed in this manner at other 

points such as Southern Alberta and any other point 
where it is thought that Turner Valley crude might 

find a market either as crude or as a finished »roduct. 
if the crude orice were $1.40 I nresume, superficially 
at least, one would expect to find more liontana products 
coming in? 

That is right and less crude run at Regina tut it is 
just my personal opinion right now which I say might 

be changed with a little further study, that Cutbank 
erude would not displace Turner Valley in any appreciable 


amount at Regina if we had to pay $1.10 for Cutbank crude 
at the well end pay 1.40 for Turner Valley in the field 


at Turher Valley. 


THE CHAIRMAN: If IT understand the witnes 


his present view is based on the information which he 


now has, that $1.4¢ if paid the producers of crude in 


Turner Valley would permit of the present market being 


held? 
At Regina. 


At Regina? 


¥ mean there might be some loss in the market at Regina 


but it would not be significant. Now 4 Similar study 


T think should be made for Southern Alberta and we 
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might find there that conditions may oe different 
there and we might lose an aporeciable amount of 
market for finished products in Southern Alberta. 

MR, FRAWLEY: Is there any signific- 
ance attaching to the fact at the moment that the 
Imperial Oil is only selling products in the Southern 
part of Alberta by actually making disbursements to 
cover freight? 

Well, if Turmer Valley crude is having cdifficu ley 

at the present time meeting the competition of 
finished -roducts from kontara crude in Southern 
Alberta --- 

Yes? 

That would definitely indicate that some of these 
markets would have to be given up if the price paid 
for Turner Valley crude is increased. 

Although the vrice would be inoreasec the volume 
purchased at the wells in Turner Valley would probably 
go down and net results might be different? 

Oh yes. 

Although, well would it, how would the comparison be 


there? 


Well ET have not studied that Southem Alberta situation 


but from what you say and which I umerstand is ccrrect 
it would indicate that my statement of $1.4C would 
apply only to the situation as I see it at Regina and 
other factors such as the meeting of the competition 
from viontana in Alberta itself might be a determining 
factor which would imiicate that a price of $1.3 is 
about as high as it should be. 
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Q THE CHATRNAN : $1.40 is for 48 gravity? 

A Y¥ous+ 

Q AS compared with $1.30? 

A Yes. 

Ma. FRAWLEY: Ten cents difference. 
THE CHATRMAN: Yes, 

Q, MR. FRAWLEY: With 61,40 crude, the 
Montana product would penetrate further and further 
north, that is the difficulty, is it not, and would 
it not get pretty close to Calgary and lose a con-= 
siderable volume to the Calgary refinery? 

A I do not know how tiuch. Y have not studied that but 
that is a study which should be made and perhaps it is 
as much a marketing »nroblem as it is a refinery problem 
right now. 

TH? CHATRMAN: | I think the witness 
Sa0ould have a short recess. 

MR. FRAWL&Y: Very well. 

( in adjournment of ten minutes was here taken.) 

Q MA. FPRevLay TO DR. BROWN: Now have you seid 
everything you want to say about that “xhibit, the 
*LeL© Montana well price @xnibit? 

A IT think so if I have made myself clear. 

Now 7 want to touch something else -- 

THe CHATRMAN: Before you go to that, 
would you mind ...«- 

MR. FRAYLEY: | NO-« 

Q TI": CHATRMAN: As I understand you, 
you think on the information you presently have 


that 41.40 field price would permitof Turner Valley 
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producers holding their present market, that is ¥ 
Say on the information you presently have? 

I did not go quite that far; I meant to say that I 
believe that the immediate present “1.40 at the well 
in Turner Valley for 48 gravity wuld enable the 
Turner Vailey field to hold substantially all their 
markets at the Imperial Oil Company in Regina. 

Yes? | 

I do not mean to say that would necessarily leave the 
condition the same as the competition coming in from 
the States in Southem Alberta. 

Yes. Now then I understand, yes, bearing that in 
mind, I understand that you feel that you should make 
further examination of Souther Alberta condi tions 
before you can give a firm opinion as tc this? 

Yes. 

Because that might change the picture? 

And my present cpinion is that it would. My oresent 
opinion is that any increase in Turner Valley crude 
would now have an almost immediate effect in the 
competitive conditions in Souther /.lberta sc that 

if the wrice of crude was raised there would be still 
greater difficulty in selling the finished oroduct 
from Calgary in Southern Alberta and it might have an 
immediate effect in the loss of markets for gasoline 
and other finished products in Southem Alberta. 

And it might prove in the main to be a disadvantage 
rather than an advantage to the producers? 

Yes, I think it would. 


Because of what? 
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But I was considering earlier solely the situation at 
Regina. 

Yes? 

énd I was going on te reach a conclusion on the Regina 
Situation alone. 

Yes? 

And then we can take another situation and discuss that 
and after you have them all before you you can then 
arrive at a general conclusion. 

Yes, but what I wanted to know was, was there any 
evidence which could be made available to you which 
would assist you in coming to a conclusion with regard 
to the Southern Alberta situation? 

Oh yes. 

THE CHATRMAN : That of course will be 
made available? 

MR. FRAWLEY: Yes. YOu" SeomeDre tery 

is going to do that but I am very glad to have Dr. Brown'ts 
opinion on that also, and Mr. Cottle will make available 
to Dr. Brown any information he wants. 

TH CHAT RVAN: ind then having gotten 
that would there be anything else you would require in 
order to come tc a final conclusion? 

I think those two emsiderations would probably be 
sufficient for the situation as it now exists. 

Yes? 


IT do not see the necessity of going any further, 


MATOR LIPSiTT: I do not know, Dr. Brow, 


we have had some other opinions upon the subject, I do 


not know if you have considered at all the question of 
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two prices for Turner Valley crude, one say for the 
Calgary refinery and another for Regina and one, a 
lower price with a view of putting the products 

further Hast or further North? 

Yes. 

Let us scy thot 90% of the product was sold at a 
certain posted price, where it would be possible to 
allow 10% of everybody's production to be marketed 

at a lower price, with a view of extending the 

market, we have had a number of opinions, yerhaps you 
would like to express some opinion? 

That works itself out as the equivalent to an export 
bounty paid by the producers and the only practical way 
or working cut such a scheme as I see it would be to 
organize a sort of cartel or a monopolistic corparation 
or group or body which would take all of the crude from 
all of the producers and pay them an average price and 
then peddle that crude out at the different prices to 
the different parties. It is something which I do 

not see, I do not see how that thing can be handled in 
any other way. ! 

Vell there may be practical difficulties but on the 
m@in question itself, have you any view as to whether 
such a system might be desirable or not? 

Vell it would depend a great deal on what you would 
have to do. Iam presently of the opinion that the 
gain in production would be obtained only at such a 
great sacrifice in price that it really would not 

be worth the effort. I believe that in order to go 
further sast than Kegina the price would have to go 


down very rapidly for a slight increase in market. 
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The freight rates are such that it works against 
carrying oil further dast and if you try to carry 

it as far as Sarnia it means you would practically 
have to give the oil away. On the other hand, if you 
try to go est and carry it over the mountains and 
Compete with California, practically the same situation 
exists so I believe, speaking really without a thorough 
study of it, but from a rel ig nea study only, that 
eny such plan would really be of very little material 
aid in widening the market; in other words, the loss 
in income due to the decreased price would not compen- 
sate, would be more severe than could be compense ted 
for by the increased volume of crude. 

Thank you, Dr. Brown? 

But that is not final. 

I was going to say that if anything further occurred 

to you as a result of your studies it would be of 
interest? 

I will try and study that. 

MR. FRAVLSY: That is borne out by the 
Exhibit "283", that is what you have besn speaking 
about last? 

That is an example of the case under discussion, refer- 
ring to Exhibit "283", if the price at Turner Valley 
field price now ,1-30, let us suppose that we take 

some of the crude and sell it for ,1.25 instead of 
»le30, we would gain only 63 barrels, and if we out 
the price from 1.30 to ,1.20 you might gain 119 
barrels, and if you cut it to 1.15 you gain about 
270 etal s. “ell is it worth while to go through all 


the expense of administration and so on to gain 270 
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barreis a day and then make a net return to the pro- 
ducers of about »1.28 instead of 41.30; in other 
words, you heve almost reached the point where the 
expense involved in getting wider market more than 


eats up the income from the wider markets. 


#9 


THs CHAIRMAN: That leads to the con- 
elusion, I suppose, which has been discussed before 
that there is some place that you draw an economic 
line beyond which Turner Valley producers who produce 
Oil should not gc? 

4 TIS AM amie 9.3 

c Boanedioaliy? 

Yes, thetiis right, I think that is right. 

Cen such a line be determined? 

Yes, I think so. 


Under existing conditions? 


> OD & OD b& 


I think..so. 
MRs FRA’ LEY: Can you help us in 


XS 


that respect, of course, Dr.Fry is going to do that 
too, we are getting Like hire Halverson and Mr. McGrath, 
but at the same time..... 

TH CHAIRMAN: If this witness is soom- 
petent e Jo it, he may do it quite differently from 
what Dr. Fry would. and we would have two different 
cpinions. 

MR. FRSVL&Y: Yell that is.a point. 

You see I am certainly of the Chairman's opinion with 
respect to, that any of these matters, regardless of 
whether we have been leaving it more generaljy to Dr. 
Fry than to you, that any of these matters, that you have 


views upon : and have experienne in..... 
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THES CHAIRMAN: where their knowledge 
and experience permits them to overlap, we want them 
to overlap. | 

MR. FRAWLEY: sven although they are 
ata disagreement, because it will help us just that 
much more. 

THi CHAIRMAN: Certainly, we do not care 
where their evidence leads. 

Mr. FRALEY: Can you now, or perhaps 
when you come back, explore that as little further, 
where that economic line can be drawn? 

I cannot do that right now while I am on the stand, 
DUG aly Wildl do it. 

Then we will pass from that. Sou epee ec the fact 
that this price which Mr. McGrath put in and he 
certainly stressed it too,as to what he could pay for 
his operetion at Regina and you mentioned that more 
than onee? 


Yes. 


In your statement, and another mean might have quite 
different views as to what he could have paid for 
Montana erude as against Turner Valley crude and 
vice versa? 


Yes. 


with your permission, Mr. Fowler is coming and he may 
be here cn Monday altnough I think I will have him 
Come a little later, and he will support the statement 
I am going to make to the witness, but I would like to 
get the benefit of Dr. Brown's view on it now, and I 


will do it in the form of a letter which I have..... 
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THé CHAIRMAN: Ask him to assume it. 

Q NRe PRA. LEY: LE you wit x Nene gate 
me that this will be the view of the witness Fowler, 
who operstes the Consumers' Co-Operative Refinery at 
Regina, and then give me your views about it. I soalled, — 
I may say, to Mr. Fuwler's attention Exhibit "268", and 
put it to him that it seemed, without some explanation, 
that he should not go on paying 61.30 for. 48 gravity 
crude at Turner Valley when it appeared that he could 
buy 38 gravity, if he could, if he could buy 38 gravity 
erude in Cutbank for 91.00. 

MAJOR LIPSETT; 37. 

Q MR. FRAWLEY: 37 or whatever it is, and 
he answered me this, and he simplybrought up the point 
you brought up this afternocn; 

"JT have your letter of May 3lst, with schedule 
Ptareds by. Imperial Oil in connect ion with the 
"relative value of Turner Valley and Monténa 
"erudee I amafraid that our experie ec here 

"fs not going to he of much galue to you inthis 
"matter. 

"Our plant is a skimming plant which, as you know, 
"means that we oan only take out of the crude the 
"products as they naturally exist, and with Mon- 
"tana crude, with a high percentage of bottems 
"amd heavy fuel oil, we cannot profitably use 

"at can our plant at a price more then about 7d¢ 
"per barrel. We, therefore, must use either Turner 
"Valley or South Texas crude, 

"nother factor which enters into the value of any 


"particular crude in a given Refinery is the relative 


or 


7 


ay 


+ 


C= 4 
12 


Dr. 


FL O= 


Ge Ge Brown. 


"preportion of the market which that Refinery 
“mus t serve: SO much percent gasoline, kero- 
"sene, distillate, etc., and it might be possible 


"that two Refineries, sitting side by side' 


and I might interject that this Consumers' skimming 

plant and the Imperial Refinery are at Regina. 
Tone would find Purner Valley crude more profit- 
"able, end the other Montana crude more profitable, 
"Decause of the fact that the twe Refineries may 
"have a different proportionate demand for the 
“various marketable products. 
™,e are in the midst of a Cracking Plant program 
"here, and when this is comple ted, it is quite 
"within the realm of possibility that we may 
"use some Montana crude, and it is for this 
"reason that we raise our strenuous objection 
"to a dumping duty being placed on that crude 


"entering this country." 


I presume he means the Tuzner Valley producers please 
take note , vut in any event that skimming plant man's 
experience is just precisely what you would cxpect and 
bears out what you have -said this afternoon? 

That is perfectly sound. 

Now I am about to leave the question of the value of 
erude for the time being, and it may be a good time 


for cross-examination on that, if any. 


MR. NOLAN: There are one or two 


points. 


THE OHAIRIMAL: Before you do that, Mr. 


Nolan, if I might suggest to Mr.Frawley, there are 
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certain matters touching the Lion Oils Refinery which 
were referred to the other day snd I observe Mr. 
Plotkins is here now and I wondered if you would eare 
to deal with those now. 

MR. FRAWLEY: I thought I would do it 
later, but we may aswell do it now. I thought we 
might do it piecemeal, to finish up these questions, 
both by Mr. Nolan and Mr. Plotkins. 

THE CHAIRMAN: If Mr. Flotkins is going 
to be here on Monday it may probably be mora satisfavtory, 
are you, Mr. Plotkins? 

Mr. PLOTKINS: Yes, I was sorry I oouldn't 
be here until this afternoon. 

MR. FRAWLIY: It may not he possible to 
get Dr. Brown away until Monday so that he me pursue 
these other studies, particularly as he is eoming 

teck in eny event. 

MR. NOLAN: I will only be three or 
four minutes. We might see how farwe get along, and 

I am asking Dr. Brown to repeat what he said about 

that three structure the othe day. 

THH CHAIRMAN: I perhaps should say what 
is in my mind before Mr. Nolan cross~examines. The 
Doctor, certainly before Mr. Plotkins examines, this 
should be explored some more, Dr. Brown says, as I 
understand him, when you get up to 71 or 7a, or 72 te 

74 octane for ordinary cars, that speaking in a general 


way there is really no great need for any higkr 


octene. 


MR. FRA: LOY: | Yes. 


THE CHAIRMAN: ‘ell he also says that 
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when you get down to third structure, since it does 
not consider a11 the products, it really is out of .the 
picture. | 

MR. FRA'LIY: For this Commission's 
Purpose in arriving at an efficient refinery. 

THE CHAIRMAN: Yes. 

MR. FRA LEYS That is right. 


{Go to Page 9193). 
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THis CHAT RMN : Yes and that is soie thing 
in which Mr. Plotkins will have an interest and which 
we ourselves would like explored some more as to where 
that line is between the sood and the bad. 

Ry PRAWLEY : U wonder ar Dry  erown 
might restate that now, perhaps linking up these two 
ideas which de appear superficially or might appear 
Superticie liy te be in conflict? 

EF am just a little bit confused whet you have reference 
to. I made the statement as I recall that we were 
discussing the method of determining or arriving at 

a fair «rice for the various products produced by a 
refinery. 

Or even cost? 

Weal Gil right, cost, if you will. It dees not make 
much difference. that is arriving at the Tair cost 
of srodustion or producing the various products, I 
believe I made the statement that the consideration 
of e single overation which produced only third 
structure gasoline and fuel oil would not be the 
controlling factor in determining the oroper price 
for the various products produced fron erude oil for 
the reason that such operation was unable to supply 
the recuirements of the community. 

Right. That is what I understood you to Say. 

That is the idea I tried to express. 

THE CHATRMAN: You said something mare 
didn't you that it must then ¢€o out of the picture 
wa jor company keeps an umbrella over it? 


unless the 


t went one sten further and said such an operation which 
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does not supply every oroduct required by the community 
ard supplies only the low grade or low value products 
sooner or later will disappear from the operation either 
by adding to it adequate facilities to >roduce the 
desired products or else by folding uv unless the other 
operations which did supply all of the materials required 
by the community in effect held an umbrella over such 
en operation so that he could get a good substantial 
price for his products. | 

Y think that is the other statenent. 

MR. COTTLE: You added, Dr. Brow, 
as enother proviso that unless the third structure 
gasoline mznufacturer was able to disvose of his 
bottoms to another refiner who was in a position to 
erack them’? 

Yes, wnich is the same thing. Unless there was some 
other operation that really maintained him fn that 


position because of some other factors. 


TH"; CHATRMAN: That was the umbrella? 
teat. FPRAWLEY : Which really was the 
unbreila? 

Yes. 


The market fer the bottoms? 

Yes. 

That is a vretty complete statement of what you said the 
other day and we restate it for Mr. rliotkins' benefit so 


that he can question you about it. And adding to that 


something which might be germene to it or which micnt 

not, your opinion today was that from your experience in 
; pir 

octane numbers in these gasolines that there 


studying 


oleq rail ae 
was no need, generally speaking, for better gasolines, 
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higher octane gasolines than the regular numbered octane 
gasoline, looking at the »icture in an over all way? 

At the present time that is Tee hts | 

To the extent that there is any, and there may be none, 
eny conflict in those two statements a person like 

Mr. Plotkins who is a third structure manufacturer 
perhaps should ask you some questions? 

TH: CHATRVAN: Mr. Nolan may want to ask 
some questions? 

MR. NOLAN: Dealing with this question 
Of the price of Turner Valley crude. As I understand it 
Dr. Brow, the posted field price has got two jobs of 
work to do, first to foster or encourage development of 
the particulur oil field itself? 

imet is right. 

And secondly, to be of such an amount in dollars and in 
cents as to back up other crudes, to meet competition? 
That is right. One of those determines the high level 
and the other one determines the low level. 

And a consideration of both gives you the true level? 
Theat is right. 

That is speaking quite generally? 

That is true. 

But speaking quite specifically, you know we have a 
posted field price of ,»1.& in the Valley for 48 gravity? 
Yes. 

ioe Dr. Brown, are you influenced in your Opinion as to 


the correctness of that posted field price by the job of 
work it is deing? 


T have not considered to any extent the necessity of 
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developing the Turner Valley field, 

No? 

rua, uleretore, T have not considered that faotor in 

the discussion so far, I have considered solely the 
one factor which was the competitive condition at 
Regina and in the Imperial Oil Company's refinery. 

In a word, you have considered what was contained in 
Bano fo"? 

That is correct. 

You began in your discussion of that with a price of 
Gl6l0 at Cutbank? 

For 37 gravity. 

Hor 57 gravity crude at Cutbank? 

Yes. 

And you gave it as your explanation of your opinion 

that you felt that that was a reasonably low price? 

At the present time. 

At the present time? 

For any avpreciable quantity of such crude. 

But there has been some discussion here as to how you -= 
Well, let me put it this way. This Exhibit is built up 
on a price of $1.10 for 37 gravity crude at Cutbank? 
That is the assumytion. 

That is where we begin? 

Vea, Ss rich t, 

You say that isan assumption? But in your opinion --~ 
T think it is a fairly good assumption. 

Dr. Brown was saying, Mr. Chairman, that while ‘xhibit 
"269" began with ,1.10, that is an assumption but he 


says he thinks it is a goo assumption, because after 
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gall, Dre, we cannot tell what we will have to pay for ols 
in an appreciable quantity. | 

A That is right. 

g Unless you go there and buy this oil, is thet right? 

A Absolutely. 

Q, And if you do not go down there and buy it in these 
quantities ana observe what happens to the market by 


reason of your continuing purchase? 


A the) 1s. right.. 

Q, Then you do not know definitely what the price is? 

A That is right. 

Q All you can do is make an assumption? 

i lake an assumption. 

Q And give the best explanation of it that you can? 

A That is right. 

Q, Now you said something about »l.42 that I did not quite 
follew. That is in my ignorance I did not follow that. 
Is it that Turner Valley could be worth ¢1.42 if we did 
not have to move the absorption to xegina? 

A Yes. 

Q what does that mean? 

A If you could market at the same price as you are now 
marketing your regular brands of gasolines a product 
produced fran your refinery out of turner Valley crude 
wibhout blending any absorption. Now I do not know 
whether that is true or not. 

Q If you coulda? 

A If you could do that. 

Q Turner Valley would be worhh ¢1l-4e? 

Sb Turner Valley woulda then be wroth ,1.46 instead of 41.29 


and a half. 
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That has got nothing to do with this other figure you 

were good cnough to give us of y»l.40? 

NO. 

We disassociate those two figures completely? 

Yes. 

Then I do understand the {1.42 Then you say 41.40 you 
think, as I understand you, and please correct me if I 

am wrong, that we might increase the Turner Valley price, 
the posted field price to ¢1.40 and not lose the market 

that we have. If an examination into the Southern Alberta 
Situation reinforces that view ... 

No, I would not even go that far. 

Oh? 

I will say insofar as the market for Turner Valley crude 

in Kkegina to the Imperial Oil Company only. TI am not 
considering other refiners in iegina nor am I considering 
the Calgary situation. 

No? 

But insofar as that one proposition alone is conoerned it 
is my opinion with conditions as they now exist that 41.40 
posted price in Turner Valley would still hold substantially 
all of the throughput of the Imperial refinery at Regina. 

I am basing that on the idea that first of all the Imperial 
Oil Company will be unable to get substantial amounts of 
Cutbank crude over any appreciable period of time for 41.10 
even. I am anticipating if you go in and try and buy 
that crude now you might get some for yl.10 but you will 
find to get the balance of it the price will rise. Also 
that you might find you will have larger production and 
larger markets during the warm moths of the year from 


kegina which will mean that you will have to blend less 
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abgporption than has been perhaps estimated for this 
uxhibit "269". Now taking a combination of those factors 
into considération it is my conclusion that there is 
enough tolerance there so that the Imperial would still 
continue running substantially all the Purner Valley cru@de 
at kegina under conditions as I believe they now are if 
the posted price were $1.40. 

Q Does that involve a further study of the Southern Alberta 
Situation? 

4 I have so far excluded that. Now I also stated it is my 
Opinion that if the price were put at 41.40 in the Turner 
Valley field then the Turner Valley crude would lose the 
markets in Southern Alberta ana also eee somewhat in 
Southern Saskatchewan. 

Q Yes? 

Through Kegina. 

(oy Ana that would have to be considerec by you, Dr. Brown, 
before you changed the posted field price to ¢1.40, if 
you were the person who was doing the changing? 

4 Yes. And other things should be considered possibly 
such as the one you first brought up, that 1s 4 price 
which would encourage development of the field at the 
proper rate. All of those things should be considered. 

But I believe that if the competition at Kegina both 

fron Illinois crude coming up from the Great Lakes and 

from orude coming from the Sates anc the competitive 
situation in Southern Alberta are considered I believe 

d on those two factors alone will be 


any conclusion reache 


substantially correct- I do not believe it is necessary 


to go much further in order to arrive at what should be 
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considered to be aq proper price in the ficlka. 
Q what concernei me a little about chan ging the price in the 
field is that we automatically change, don't we, the cost 


of the refined products? 


A Yes. 
MR. FRAWLEY , Not very much though. 
Q MR. NOLAN: Iomean if we go from $1.30 


to $1.40 there must be a corresponding increase in the 
cost of the refined products? 

Yes 

The selling price? 


Yese 


And when you talk about this .1.40 you are speaking of the 
Imperial picture aren't you? 


A That is right, as it now exists. 


q The Imperial picture is not the whole picture? 
& NO. 
a what has to be done yet so that you can make up your mind 


as to the propriety of the ¢1.80 or w1.40? 

A In my opinion there is only one real consideration that 
would yet have to be given and that is the competitive 
situation for finished products in Southern slberta. au 
believe with a further consideration of that factor we 
will arrive at probably the correct price, for present 
conditions, in Turner Valley. There are othe~ factors 
which could be considered but I do not think it necessary 
to consider them in this particular case. 

Q $0 that with the Imperial picture and a study, as you say, 
of this Southern Alberta situation, you could then arrive 
at a definite opinion about the 41.40? 
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Or yt <0? 

YeSe 

Just putting it quite frankly, woulda you change the posted 
field price today from what you know of the situation here? 
No. AS I mentioned at least twice before I believe that 
any increase in the posted price in Turner Valley will have 
an immediate harmful cffect on the market situation in 
Southern slberta and my calculations, or the calculations 
shown in uxhibit "209" indicate (1.20 to be approximately 
the competitive price for Turner Valley against Cutbank 
crude in kegina. I feel from the study that I have made 
so far that ¢1.40 is probably the best price with the 
present conditions. 

I understand that. I wanted to ask Dr. Brown one or two 
Other questions about other parts of his evidence. Thus 
far we have more or less teen examining on a particular 
point. I do not know whether you will prefer I would 
delay that. Jill Dr. Brown be here wonday? 

MR. PRAWLEY: He will be if necessary but 

I was hoping he would not be. 

Mk. NOLAN: It would only take me a moment 


or twoe 


If you would not mind going back Dr. srown in your mind to 
what we have been Giscussing earlier in your evidence. You 


were able to ascertain from the “xhibits which were placed 


before you and which you had an opportunity of examining, 
namely Ixhibit "608" (a), (b) ane (c), what the spread was, 
and the spread as I understana you is 70.83 cents per 
barrel. On "S08" (c)? 


That is correct. 
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in your opinion iS, that. xe fair spread? 

Yese In my opinion I think both the spread and the 
operating cost and the profit as set forth on Exhibit "S08" 
(oc), which represents the conditions as they would heave 
existed in 1938 under the present price structure, represent 
What would be considered a fair situation. E would like to 
amplify that a little bit. There is some question in the 
fins of some of us what the return on invested capital 
shoula be over a long period of years. and this Lxhibit 
"S08" (c) as I carried it through and referred to Exhibit 
"311", showed a return on capital of about 12 2/3%. Lee 
Thet is on the 1988 operation? ‘a 
That is on a hypothetical operation processing the crude 

they did process in 1988 and including running British 
American crude. 

Quite so? 

And wnder the mice structure ws it now exists. These 
conditions are exceedingly favorable. as I pointed out 
before, the fact that the Imperial was running their plant 

at full capacity throughout the entire year enabled then 

to operate at a lower cost of manufacturing per barrel 

than would be the case if they had not had the british 

Ame rican crude. In fact I believe I stated that the cost 
of operating under those conditions, without processing the 
British 4merican crude, would have been approximately 959 
cents a barrel instead of 4566. 


We know we Lave lost the b. 4- crude besause they have 


their own refinery? 


That is right. I would like to make this point clear if 


IT cane IT have made a computation a little differently 
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fi 


than that, which represents what would be the POGurn is) 
1929 assuming that the markets are cxactly the same as 
Shown on Lxhibit "08" (c). That is to say the price 
structure remains constant and during the year 1939 the 
British American crude was not processed and on that basis 
it shows an operating cost of 578 cents per barrel instead 
of 45.6. That is taking into account these expenses which 
would be reduced by the qgaller throughput and also the 
fact that this non-recurring figure of some twenty three 
thousand dollars for rental of tanks would not be included. 
That figures out on the same basis of a return on capital 
invested at the end of 1959, using the same depreciation | 
of $283,475.00 as was used for 1928. y 
Yes? , 

Of a return of (745; on the invested capital. So that this 
Operation and Petia ailing structure as it exists at the 
present time, although it would indicate a return on 
Gapital of 12 £/3% for this 1948 operation, with exactly 
the same conditions would indicate a return of 73% for 
the yoar 1939. 

That 22 to say, eliminating the b. A. operations and 
assuming the same volume -- 

For the Imperial. 


For the Imperial? 


( Go to Page 9204 ) 
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So that a return of 128%, for one year, where conditions 

were exceedingly favourable, compared io a return of 

73% for normal throughput under the same conditions, 

seems to me to be a perfectly equitable return. //I 

believe 12-2/3% is not a high return for the very reason 

it was not to be expected for the following year. If 

perhaps 12-2/5% is to be expected year after year, we 

might say it is a little bit high. /I do not KNOW e 

But I do not feel that 74% is at all high. “Ain fact, 

my Opinion is tn an industry of this kind s omewhe re 

petween 8 and 19% certainly should be considered as a 

fair return. I mean a return of 8 or 10% should not 

be considered excessive. So that I feel this represents 
a oie 0 res on the operations as conducted. y~ 
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thie ARE MOSER er 


Yes? Then we are concerned still, aren't we, LY. 


ce) 


Brovn, with volume? Because volume in this country 
as we know here depends largely upon whether there is 


@ crop in these provinces that this Valley serves? 


Yes. 


fo 


Q That, I suppose, attaches a risk or a hazard does it 
not to this oreration? 

4 It does. 

@* Would that influence your opinion as to the rate of 
return? 

A That would indicate in these good years we must get a 
higher return in order to compensate for the sma 11 
return or perhaps an actuSl loss that may be encoutt ered 
in these years when the throughput is small, but 
presenting it over a long period of time, over a 
je riod of 15 years for an operation of this kind, a 


return of 8 to 10 per cent would certainly seem to be 
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not excessive and because in one year the return of 
W-2/3% is indicated, as I point out, thet does not 
mean that the following year may be anywhere near as 
good. | LL 
As I understand it, our manufecturing costs are directly 
affected by the volume which goes through the refinery? 
Theat is right. 

And that is the factor end that is the reel faetor 

ie, Ch tec bes the amount of the manufacturing ecsts? 
de'> is right, 

Beceuse in the year when the volume of throughput is 

low the costs go up? 

Metcers richt. 

It seems to me there are two things we have in our 
minds. One is what was the proper return on our invest- 
ment in the year that has gone by, and secondly “hst is 
the proper return which we should have in the year that 
is to come. Are you of the opinion that the figures 
with which you have been supplied by us, the historical 
analysis of tre situation, is that wheat should be used 
in order to determine what we should have on our 
investment for the future? | | 

‘ell thet cpens up a hig question and it all depends 

cn the point of view taken. As I believe I mentioned 
before, a high capital investment ina plant of this 
kind, if it is done intelligently, results ina plant 

of smaller or slower depreciation. A $5,00v,000.00 
Plant might depreciate in 20 years, and a 233000, 000.00 
plent might depreciate in 10 years. So that it seems 


to me that it does not make a greet deal of difference 


whether we try to look at the propositio# trom the 
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standpoint of what has beer done to determine what 
actually is the situation, or whether we wipe the 
Slate clean and take an arbitrary position and say 
"This is what should be done." I think we would 
come out with just about the same answer. 

€ You say if you teke a high capital investment anda 
low depreciation, you are going to come to the same 
result as if you had a low capital investment with 
a high depreciation? 

A Yes, in most cases. I believe that is true here. 

Q Do you think thet we can safely go ahead on our 

historical study as obtained from our books to fix 


@ price which will be in effect in the future, or do 


you think there should be an appraisal? Fix a rate 


which should be in effect in the future or should 
there be an appraisal made of the asscts there? 

& tvell I ama little bit confused as to the purpoee 
of this. If you were the only refinery in Calgary 
and were supplying all of the gasoline and other 
products used in Alberta, I believe there would be 
a perfectly sound argument, perhaps, for saying the 
Imperial is, to all intents and purposes, a public 
utility and should be subject to regulation, because 


they have e monopoly- 
That being the basis of public utilities, Monopoly 


fo 


being the basis? 

4 Oh yes. 

€ Exclusive franchise? 
m “Yes. 


Pvemes, aa) right? 
A Now, is that is the case, which I believe is not true, 
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we then approach that from one angle. If we take the 
Situation as it is in which there are two, three or 
fouy opera tions,or perhans mre supplying the markets 
in Alberta, I do nct see that any appraisal or any 
consideration cf even your histerical depreciation is 
going te be a deciding factor. 


Wheat is? 


It seems to me under those conditions that that particular 


operation wiich can supply the rsguirements of the 
community at the lowest cost or the lowest price, should 
be regarded as the controlling factor, ‘and that parti- 
iat oasrating in conjunction with the others 
which sre in existence. 

That is the lowest refining costs that you spoke about 
earlier in your evidence? 

Yes, under conditions as they exist. 

You take that as a yardstick? 

I believe that would be the proper basis under these 
conditions. 

And not an appraised value? 

No, not under these conditions as they now exist here. 
You do not think the conditions as they exist here lcnd 
themselves to public utility regulation? 

No. 

Tt wonder if the fact that the products of this refinery 
are distributed in three Provinoes has led you to that 
sonclusion or influenced you? 

No, I was not considering it from that standpoint. 

But if you did cunsider it? 

That would only complicate the public utility attitude. 


It would mean that that utility would have to be 
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controlled perheps by a Board common to the three 
Provinces. 

You said something when you were being asked about 
these octane gasolines about the luxuries of today 
being the needs of tomorrow, Dr. Brown, and you did 
not go on and explain that in any way. You have an 
explanation I am sure of whet you mean by that 
remark? It arose out of Mr. Frawley's observation 
that there was a race, an octane race between 
refiners. Is that your opinion thet tkere is an 
octane race betveen refiners? 

Yes, that is true. There is also e race between the 
motor car manufacturers to put out the fastest and 
most powerful and most attractive automobile. 

is the refiner trying to keep up with the moter car 

or is the motor car keeping up with the refiner? 

They are both trying to keep ahead of each other. 

MR. FRA’ Lay: Which ¢eame first, the 
high compression motor or the high octane gasoline? 
Which came first, the chicken or the axe? I did not 
mean to be facetious. In actual practice the condition 
Seems to bo that the notor car manufacturer will produce 
a car requiring high octane fuel only wheh he is 

sure that that car will be able to obtain that high 
octane fuel, and the refiner on the other hand figures 
if he can mark t @ higher octane fuel, or a promium 
high octane fuel,he will get the cream of the market. 
So that the two of them, not working in cahoots. 

MR. PRA L&Y: Perish the thought. 

Far from it. The two of them pushing at the opposite 


ends of this condition just up the whole structure. 
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For example, there are tars now being manufactured; 
which as I said before will operate satisfactorily 
with the regular grade gasoline. But these same 
cars, by & change in adjustment will gain in 
performance by certain critical conditions by the use 
of premium or Ethyl gasoline. If the gasoline is 
Wniversally available these car users may adjust their 
cars to require that particular fuel. Then what 
happens is this, the refiners say "Here is a car I 
cannot service with my regular gasoline," so he 

urs the regular gasoline, putting it on a par with 
the old Premium gasoline and he advertises"sur 
regular gasoline is as good as any on the market! 
There is a lot of that being done repeatedly. 

There is no use paying a premium for Sth 1, thet 

is the vay it is spelled frequently, because his 
gasoline is just as good. Then the motor car 
manufacturer says "ell, I can use a regular gasoline 
in this car with a high compression ratio, and so 
allofthese cars can be adjusted for the nigher 
octane. That has been the history and indications 
are that thet same condition still exists. It is 

not the motor car forcing the hands of the refiners 
any more than one refiner forcing the hands of any 
ather refiner. 

It is just the march of progress? 

It is the march of progress under a competitive 


situation. If there was no competition the condition 


would not exist. / 


‘Thank you, Doctor 
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generally known that when you buy a motor ear 
you should make up your mind what kind of gasoline 
you are going to use and have *t adjusted accordingly? 
A That is right. 
C. Tha t is, you cannot nave third strusture one day and 
ithyl the next? 


4 No, not and get the benefit of the Hshyl. 


MRec FRA’ Ley: ell, we have Mr. Plotkins 
now. 
c WE. oPLOT INS: Dr. Brown, “in the 


opening of your evidence you gave as one of the con- 
Siderations in Pixing the price in Purner Val ley 
the necd for considering development and markets 
asva whole. That is you pointed a picture in the 
United Stetés where you said, as I recell it, the 
price is calculated to not only make available these 
»oroducts for our present needs but to maintain 
reserves, at least maintain conditions that will 
permit cf bringing into play reserves for the future. 

A I did not put it thit the price was calculated on 
that basis, so mch. I wished to state tmt that 
was the basic idea over & long period of time covering 
the entire United States as the guide in indicating 
what was the proper price. But insofar as the 
petroleum Conservation Board at ashington or any 
other body sitting down and figuring out a price 
and posting it, no such thing happened. 

& “hat you implied was that the price mist of necessity 
be sufficient to provide not only for present production 
needs, but must include, et least the industry must as 


a whole provide fuids in thet price to permit exploratiion 
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work? 

A The is right. 

G Now when you mace that remark you h-d a definite 
Picture or a definite situation in mind, that is 
the United States? 

A Yes, I said in the aggregate cover a large area covering 
a number of fields over a relatively long period of 
time such as fifteen years. 

Q The reason you used the United States is because it is 
an entity insefar as market is concerned. 

A Tio, because the United States covers a large area and 
has a numbr of fields in it and its petroleum 


production experience extends over moxe than fifteen 


years. 
@ nd the crude marke% available for one field is also 
evailable to another field in the United States? 
A well the same as between Montana and Alberta, yes. 


But there is this distinction, that whereas between 
Montana and Alberta there is a line, the International 
Boundary, and there are complications in the form of 
tariffs, there are no such complications as between 
the States, is that not a fact? 

m) No. 'e he ve had ports of entry at various States! 
border lines down there, with different taxes on the 
gasoline in one State than in the other. It has 
gotten to be a highly» confused condition in Many 
Ylaces. But I do not guite folloyv your question. 

But if you are trying to indicate that because 

there is an impart duty on the finished product, 

is that right,vr... 

Ne. What I wanted to point rut to youis, the United 
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States' oil industry tries to provide for its own 
needs for national needs and thet because there is 

no duty on crude between the States competitive 
Conditions can have their full play and the industry 
in the United States is justified in taking into 
Consideration only factors that affect their home 
market. ‘“hereas in Canada we have not got sufficient 
erude to supply our needs and we may be justified 

in using some other factor in establishing the oil 
industry here. 

Is that a question or a statement? 

VOW is ohly to-ask vou this same question. Is 
the situstion in the United States similsr to the 
situs tion in Canada with respect to the needs of 
providing funds for future development and for 
present requirements of crude. 

THE CHATRMAN: Out of the return 
allowed on the capital invested? 

eee OLR NS 3 No. Only with @ 

view to bringing out the fact thet here we have 

the first oil field which only supplies a limited 
market in Canada. If we can encoursge by a price 
situation, as they do in the United States, and 
which Dr, Brown says is one of the factors considered, 
if we can encourage in the price structure sufficient 
funds ar make available to the producers in Turner 


Valley or elsewhere by price calcula tions, to provide 


‘sufficient funds, then we will discover other oil 


fields and gradually there will be a Canadian 
industry placing itself or taking into consideration 


the same factors that the American oil industry does, 
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and we won't be tied to the American situation 

such as we are today. ‘tears trying to relate 
Montena erude to Alberta crude, whereas we hare 

an Interne tional line. e have a tariff on finished 
products. “e have other conditions that militate in 
favour of Turner Valley crude, and I am going tn 
suggest to this witness that we may be well advised 
in considering the Turner Valley situation on 4 


Canadian basis as distinct from an American basis. 


(Go to Page 9214). 
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WITNESS : I think I understand you, 
I am not sure, your position is that the high price in 
Turner Valley will encourage rapid development of the | 
field, perhaps at such a rate that Turner Valley might 
produce sufficient crude to supply Canada. 

fo. ona t is not 10)" T am only referring .as to policy; 
its application may not be quite so strong or quite so 
violent as what you have just suggested byt the prin- 
ciple that you have just told us of, that is applied 

in the United States by the 1 dndustry as a whole, 
why cannot thet same principle be the governing factor 
here for the Commission to take into consideration in 
arriving at what is the fair price in Turner Valley 
Tor crude OL? 

I think it should be, but you have not said more than 
avery small part of the consideration. As I stated 

a few minutes ago, I stated that over a long period 

of time, over a large area, where there are a number 

of fields, the basis for consideration should be 

that the price should be set so as to encourege 
exploration at a rate which would maintain reserves 

of approximately 15 years, but I immediately departed 
from that and I said from a practical consideration 

the same result is obtained by considering the com- 
petition between Aco Seat crude producing territories, 
because if we consider how one territory bucks against 
another cone, one producing field pushes another one 
back, we get the whole thing in balance, and then 

to see whether or not the averege composite crude price, 
that is the only thing that we were talking about, 


in the long period of time is proper. Wwe may: check 
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tack and see if we maintain 15 years' reserve but that 
is of no use whatsoever in trying to determine the 
price in.one field. That policy is of practical 
utility only in determining the averege over-all price 
levels for a whole continent or perhaps for the world, 
but it cannot be ASG to any smaller area than that 
and the only way to handle the situation that we are 
faced with here, where we have only one particular 
area, is to consider thet field in relationship to 

the other fields with which it will come into competition 
at certain points. 

You mean there, are we to conclude from what you have 
just said that if the competition from Montana or 
elsewhere does not permit profitable development in 
Furner Valley, that we should just close dovin the field, 
should We? 

No sir, I did not, it means if that is true you should 
put a tariff on egrude into the Province. 

4 tariff on ¢rude? 

Yes. 

At the present time, as you know, Dr. Brown, there is a 
tariff on refined products? 

But none on crude. 

None on crude? 


Allright. 


You have told us a little while ago that in your opinion 
Gutbank crude could not come into Regina and I gather 
that you implied also into the Calgery xefinery of the 
Imperial Oil at the present time on the basis of 41.10? 
No, I said that if Cutbank 37 gravity crude could be 


purchased in adequate quantities to keep, say for 
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ay 


example, a Specific area, the Imperial Refinery at 
régina, supplied, that the competitive position of 
Turner Valley crude would justify a anbent: in the Turner 
Valley field of 1.29% for 48 gravity. 

Yes, but what Il am asking you about now, Dr. Brown, is 
this, you say the only way that we ean favour the Turner 
Valley field in the face of competition from other | 
fields? 

Yes? 

To permit us to develop it would be by a tariff on 
erude? 

Nowe toy. didn't say that at all. 

I misunderstood you. 

What I said first, and I will try and make myself aaa 
is that in the long range over a wide territory, oon- 
sidering perhaps the entire American Continent, it 

is an opinion, that the price paid for crude must be 
such as to encourage development of all of the fields, 
but that thet policy, that philosophy, is of no 
practical use in trying to determine the proper price 
for a particular situation as it exists in Turner 
Valley. That, it was my opinion, that the best way 

of arriving at the proper price for Turner Valley 

erude was to consider its competitive situation or 
position in relation to other erudes and the products 
from other crudes at various specific points, and 

under certain specific conditions. 

So that you do not agree with the contention that we 
can treat the Turner Valley field on a Canadian basis 
in arriving at the market value for the cruie, which 


would permit of the development, not only in Turner Valley, 
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but in otherparticular fields in Camda? 

I do not know whst you mean by "Cenadian basis". It 

is in Canada and it is in Alberta, and I have considered 
it from the standpoint that it is in Alberta and, there- 
fore, it is ona Canadian basis. 

But you have considered it in relation to the American 
oil fields at Cutbank? 

Certainly, because the American oil fields are also 
present. If thero was no crude oil on the American 
Continent except Turner Valley crude, I think we would 
be attacking this fromgn entirely different position, 
but that position does not exist and I do not think 
there is any use in looking at it from that particular 
standpoint. 

No, but as I umerstand you, br. Brown, you were guite 
definite, that there was not sufficient crude aya Meet 
in Cutbank to supply the Imperial Refineries at Calgary 
and Regina except by raising the price in Cutbank, in 
other words, if tomorrow Cutbank, I mean the Regina and 
Calgary plents were to soek’ for crude in Cutbank, your 
Opinion was that they could not purchase all their 
requirements at 41-10, is that correct? 

The last statement is true but I do not subscribe to 
the forner part of it, but the last part of it is 
exactly what I stated. 

fll right. Now then if that price, if the Imperial 


could not purchasc at {1.10 then it seems thatwe can 
raise the price of Turner Valley crude at the field’ 
That is exactly what I said, 


All right? 


But now wait a minute, limiting that, do not forget, 
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to the particular situation only, of the Imperial Oil 
Refinery as it is now operated at Regina, I stated it 
as my opinion the t the price in Turner Valley could then 
be »1.40 but that was not considering the competitive 
situation in Alberta. 

Yes, I am going to come to that later on, that is | 

a further position’ 

My position at the present time is that considering 

the Regira situation alone, excluding all else, that 
wle40 for 48 gravity Turner Valley crude in the field 
would still enable Turner Valley to supply:the reguire- 
ments of the Imperial Oil Refinery at Regina, and that 
is based on considering a number of variables which are 


Subject to very rapid change. 


(Go to Page 9<19- ). 


ees Yt 


ee ate 
ea a 


yer” yy bes ye MAW 5h) gadea ke aN didn i Se i 
ee [ee Ha \ stil SEY ns HR LO aaa a eK “rn "8 rth ib te 
Matakana dee aree! Mae stole mt Reel Me OG LS OLS | a Me hy hy hae a 


a 
~9219~ 

Ge G. Brown 

Q Now, coming to this Southern Alberta situation 


which has been described, are you familiar with the 
actual competitive situation that exists in the sale 


of refined products? 


A where ? 

Q In the Southern Alberta district? 

A No. 

Q wou ‘are not? 

A No. 

Q Poe NOW esse sae e 

A i have made only a preliminary study of that. 

Q IT am going to make a suggestion to you for the purposes 
Of your giting us your opinion on it, at the present téme, 
the reason that Montana refined products enter 8S: uthern 
Alberta and Southern Saskatchewan is because the marketers, 
that is, the independent marketers, you know it is not 
being brought in by the Imperial Oil, from Montana, into 
Alberta or into Saskatchewan? 

A That is my understanding. 

Q Or not the British American? 

A That is also my understanding. 

Q That is not the major companies, in other words? 

A Those two statements you have made, my understanding is, 
that the British american is not bringing in any products 
across the border into Alberta nor into S.skatchewan, 
and the same statement applies to the Imperial, that is 
my understanding. 

) The Texas Company een 

A That is also my understanding, yes. 

Q Yell, now,apart from the Texas Company, the situation is 


that the products, the refined products, are brought into 
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Alberta by the independent marketers and those 
independent marketers work, that is, merchandise 
their purchases that they have made in Montana from 
Montana refineries on a lower spread, marketing Spread, 
than the Imperial or the British American he to make 
on their products? 

A Now, you are getting into the marketing situation 
and I have studied that in Alberta only very briefly 
because when Mr. Frawley came to ses me he asked me to 
GO into the refinery situation and also study the | 
relationship of the various, of the factors which deter- 
mine crude prices, and he told me that I would not have - 
to study the marketing situation as he was employing 
Pose ry cc oO biG, SO.nOoW you are getting cutside of 
any statement which I have made so far before this 
Commission, and I do not believe that at the present 
time I am competent to discuss with you marketing 
spreads or anything of that nature. 

Q No, but you have said you would want further study 
of the Southern Alberta situation before you could say 
woatron your Opinion. should be the fair price tor Turner 
Valley crude s 

A Not quite that way. I said that it was my opinion, based 
on the limited study which I had made, that any increase 
in Turner Valley crude would have an immediate affect on 
the quantitiy of finished products marketed in Southern 
Alberta produced from Turner Valley crude in Galgary. 
wesw 

A Or if it did not have an effeet on the quantity, it would 


certainly have an effect on the income of Ahermetaners. 
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G. Gl Brown 
refiners and the marketers. 

Q Yes, but as I understand you, you were trying to point out, 
if you raise the price of crude, there would be more 
products come into Southern Alberta? 

A Or else less money made by the marketers and the 


refiners, 

Q Oh yes. Now that is a different matter, making a little 
less money, but what I am tryine to get now, to explore, 
is the question of more products coming in? 

A Yell that is &@ question of marketing, and I wish to 
again state I have not made a thorough study of the 
marketing situation, and have not discussed it so far, 
and I do not think I am competent to discuss that 
with you. 

Q Dam’ soins to ask you, Dr. Brown, just to assume that 
that is the situation, for the purposes of this question..... 
THs CHAIRMAN: Mr. PLlotkins, \1 suppose you 
will be taking some time, I do not wish to shorten your 


examination at all, but what would you expect, roughly, 


an hour? 

MR. PLOTKINS: Oh, possibly thirty minutes, 
roughly. 

MR. FRANLSY: Just onthe” last point, 


Dr. Fry will be going very fully into that, and 

Mr. Halverson, of course, but your point is it ties in 
to some extent with Dr. Brown. 

Mnee er LOMOINS Yes, I°do not‘see how the 
Marketing Department can tell me what I want to know. 


WITNESS: Perhaps I misunderstood 


what he was getting at. 


TH! CHAIT MAN: It is going to take some time, 
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G. G. Brown 


Mr. Frawley, and I do not think the witness should be 
asked to stand all day and long into the night, but yet 
he must be fully cross-examined. I think we might as 
well make up our mind that we should let it go over 


until tomorrow, if Dr. Brown wishes to get away tomorrow 


night. 
MPR. FRALEY: Yes; that 2S ony posit ron, 
"HR CHATRMAN: I understand you hve already 


made an appointment a the witness with respect to 
the B. A. plant. 
MR. PRANDEY: Yes; for the morning, 
The hour has not been fixed, but some time in the 
morning. The more of the morning down there the better, 
J would think, for the witness. 
WITNESS: I am willing to stay here 
longer if you wish. 
THE CHATRMAN: Would 2:00 o'clock tomorrow 
afternoon suit you? 
WITNESS: I am willing to continue 
to suit your convenience. 
TH! OduaIRMAN: Tell, Mr.Plotkins, like 
all other cross-examiners, when he says half an hour, 
he is probably going to be an hour or more, and in that 
respect he is like most legal cross examiners, we never 
know just how long we will be when we make our estinates. 
All right, 2:00 o'clock tomorrow afternoon. 

(The Inquiry was here adjourned to be resumed 


at 2:00 p.m. dune, 27th, 1959) 
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DR. G. Gs» BROW, having 

been recalled. 
THE CHALTRWAN: I wonder before Mr. Plotkins 
voceeds if I might bother you, Dr. Brown, to just repeat 
to the extent that i+ is repitition thar which you have 
Suid about, not what you have sait about the suggested 
fieli price but rather how you would approach getting at 
the field price, supposing you were the dominating figure 
in say the Imperial 011 Company that does post the field 
prtce, in Yurmner Valley and: you wanted to arrive at a field 
price that was fair alike to your company and to the pro- 


ducers of sgrude oil and which gave recognition to the re= 


alities of competition or any thing that should be 
vaken into account, how would you go about setting that 


price, what factors would you take into account, what 
evidence’ would you. maxahal before you to arrive at it, 
eould you just clear my mind about that, I am a little 
vagus and confused as to what you have told us? 

Well the procedure that I would follow under those cond- 
iitions would be to make up my mind first of all that we 
wanteca to run Turner Valley crude at Calgary and at Re~ 
gina to be specifice-~ 

Yes? 

And that we wanted to supply the markets in sAlbertaa 

Bast through the regular Regina territory. 

Yen? 

And probably carry the products from the Regina refinery as 
far Bast 28 would be desirable to insure the Regina refinery 
Sreratine eat a fair rate of capacity» 

Yep? 


Ana then consiaex what the price back in Turner Valley for 


Dr .G.G-Brown 
~ 9224 = 


Turner Valley crude would be that would enable the Imperial 
Oil Company to use that Purner Valley crude and supply this 
territory on a basis so that they would not lose any money 
by doing that as compared with taking some other crude at 
Sarnia and Shipping it up from Sarnia or from buying some 
crude at Cut Bank in liontana and bringing that in and refin- 
ing that and then secondly I would have to check that com- 
petition to see whether or not there might be some finished 
product that would be shipped in from the United States and 
to Southern alberta or possibly around from the Pacific 
Coast, that would undercut this Turner Valley crude price 

as determined in that manner and if I found that the Turner 
Valley crude could be processed at Regina and keep the plant 
at Kegina operating at its proper capacity and could be 
processed in Calgary and the Calgary refinery then supplying 
substantially all of Alberta except for perhaps a few miles 
at the Southern extremity, it would then indicate that I had 
reached the proper price for Turner Valley crude. Now 1 
consider that that method automatically takes into consider- 
ation the other factors which I have discussed briefly yester~ 
day; in ot’ er words that automatically puts Turner Veliey 
crude into its proper picture in terms of orude production 
really throughout the world because it is possible of course 
to bring in crude from Venezuela up the St. Lawrence, refine 
it and bring the refined product up through the Great Lakes 
and then bring those this far west under certain conditions 
but what holds that Venezuela crude back is the crude that 
comes up from Illinois and the viid-Continent so that if we 
consider the Turner Valley crude in Turner Valley in Alberta 


and in Regina in that way we have really at the same time con- 


. 


i 


? . 
ee 3 
t “3 | 
a ak 
Re us ? | | 
cg ed 3 5 2 ; 
= 3 te 
came : 
Tee é 
Bie. 4 . 
a 
aw! 2 | 
wt. : ; 
‘ z ~-- aor 
“ae o- : 
: | “ 7 aes 
Roy = 2m : = 
a . ad 
te oe a 
See an 
% : : 
ee : g 
z ys S; | 
3 2 a a = | 
pho e 
= | 
Be se oe : | 
= - oe of ‘ : 
Ss an 7 : 
ae 
= 5 
Es : 
i : 
ae 
con : : 
5 = eee . 
‘So ri) Pe : . : 
; : : 
| ss 
Ea) 
< . : : | 7 
3 a — nt 
* cS = 7 x, 3 
: pers g A . : 
| | Z Cans ee e 
: - ed . es 
a ee = ee i 
E = ~ teat = : 
Z ‘ as = i 
: ae =e 
a 
a u. 
' % 


ey 
ao : 
4 . 


ra 
tae 
< 
Pcie) £ 
--4 ae 
ort 
ate 
how 


ae te 
a ~ 
a 
oy 
we 


ow 
et 
‘ 


- 
way 
hed : 
eal 
o i 
} e 
wd 
ye 
tas J 
& ” 
a 


ges 
r 
“7 
u 
. 


+ 
ae, 


Dr -G@.-G@.Brown 


A 


rs) 


* 9225 » 


sidered the world picture so I really believe that there is 
no use at all in being concerned with the whole world 
structure as to the price of crude but simply consider Tur- 
ner Valley as a local situation existing in the world picturo- 
Yes? 

And a8 soon as we get Turner Valley in balance with the other 
crude that might compete with it then we have it in balance 
with the world nicture, 

That is to say, and I am only repeating so that you may cor~ 
rect me if I am getting the wrong underatanding, that is tc 
say that the Imperial have two refineries, as you have said? 
Yes. 

It is to be considered then that they will buy crude oil some 
where? 

Yes. 

To put through their refineries, to make use of that capital 
expenditure which they have invested in these two plants? 
Yes. 

And they then in determining what they will pay for Turner 
Valley crude, look to see what they can get crude for from 
elsewhere that will serve tmt particular region that they 
must serve with those refineries in order to have those re~- 


fineries operating at a capacity which will justify their 


expense? 


That is right. 
and so really it boils down then to what they are justified 


in paying in the light of what they can get crude for else~ 
where? | 
Theat is right, that is the first item. 


That is the first factor? 
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ven! and the second one---- 

Is? 

Is to arrive at that same competitive balance through the 
finished product. 

Yes, that may oust their finished product? 

Correct. 

Unless they can buy their crude at a certain price? 

Yes. 

That is to say, having gotten the crude more cheaply from 
Illinois or Cutbank they say "we do not need your crude", 
But they also are concerned that they should not carry on 
their refining operations at a loss in that other refined 
products may be sold in that region and undermine them and 
they have nothing but a lot of goods on hand which they 
must sell either at a loss or store at a loss? 

Yes, in other words the competition between Cutbank crude 
was considered here yesterday. 

Yes, quite so? 

ét zegina but we did not consider yesterday the competition 
between t he finished product from the american refineries 
in iiontana coming into «lberta nor did we consider yesterday 
the competition between the finished products of Illinois 
czude or some other crude coming up from Carnia or from 
soae other refinery perhaps in the States. . 


Yes? 


And I mentioned yesterday that considering only the compet~— 
ition with the Cutbank crude at kegina it would appear---- 
Oh yes? 


That ¢1.40 might be paid. 


I quite understand that pefore giving any firm or final 
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Opinion there are factors which you want to look into? 
Yes. 

But I am just now concerning myself with the approach, 

the methoi to be applied, whatever results you mey arrive 
at, having examined into the features that you are not now 
familiar with, so does it boil down then to this that we. 
as Commissioners, ultimately must say that in answering 
the question "What is the cost, the proper cost of the 
production of crude oil", that we make Such answer as we 
can on the evidence but having made it, maybe we will 
have to say that. we do not know, no one can tell us, it 
may be that we will have to say that, but to come to your 
end of it as I am understanding you now, we will certainly 
have to say that the cost of crude oil, if ascertained in 
anywiss, has a bearing upon the field price of crude oil 
which it is right that the present posting of the price, 
that the buyer posting the price, should post? 

I think they are entirely separate considerations? 


Unrelated? 


Yese 


T want to be clear about that, in most things when you are 


buying something you ask "well what does it cost to produce 
it", there is some relation? 


Yes. 
But in this case it is just a matter as L am understanding 
you, of what is the competitive situation whether in respest 


of crude or the refined product? 


And the territory that you want to serve fixes the com 


petitive conditions. 


Wes, yes, that . fixes the area? 
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That is right. 

Because your refineries to operate advantageously must 
cover certain territories? 

Yes. 

They must have certain volumes? 

Yes. 

Ll think I understand that and it does not matter what the 
producer can produce for if he wants to sell his oil he 
has to sell it at a price which has to meet the competitive 
situation? 


Right. 


(Go to number 9229) 
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Ge G. Brown 


Q Then again, not wanting any figures out of 16. Dubs ts 
not our situation this, that we have to find where is 


the competition, from whom? 


A Mat dig: right. 

g Which Turner Valley has to face? 

A Tate .ies wydeh te. 

2 And (2), if it is true competition? 

a Welin yes, you have to find the competition. .It is 


somewhere. 


Q Mom, nd vou poeve, to, find where )it is? 

A mes, wl. course. 

Q Now, it has been suggested in the course of evidence here, 
and somthing you might not Want to explore, that you may 
Dep ynces eoompetent to..explore, I mean,..vyou, may not have 
the necessary information, but we have the concrete 
Suggestion made to us that competition is a theoretical 
rather than a real competition in America, including 
Canada? 

A On +cenude oi 1? 

Q On crude oil, on everything in connection with the 


oil business, and it should be explored at some time 

by somebody competent to speak, that there is economic 
domination through the heads of grcat corporations, that 
the seemingly frantic competition amongst those in 
subordinate companies and in lesser positions is very 
real so far as they are concerned, but that at the top 
there is complete harmony and agreement as to what should 
be done, do you feel competent to express any opinion 


about that from your actual experience and knowledge, 


however obtained?? 
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Well, I think I can state that there is, there can be 

no doubt when the whole area of the United States 

at least is considered, but what there is a very real 
competition in the production of crude, and the refining 
Of erude, and in the marketing of the finished product. 

t have been pretty close to the refining and fairly close 
to the marketing problems for, oh, perhaps 15 years, and 
there is not a bit of doubt in my mind but that that 
competition is very real. 

And in connection with the purchase of crude, would you 
say the same? 

Yes, considering the whole area. Of course, there are 
eertain gathering systems owned by one company in a 
eertain field, and that gathering system will control 

the price of crude which is delivered to that gathering 
system, but in more than one case, I have seen other 
producers break away and put in their own gathering 
system, their own pipe-line, to get an entirely separate 
outlet for their crude oil, that has happened in Michigan 
in a number of cases, and of course with one company 
going into a field with its gathering system and no other 
purchaser for crude in that field but that one company, 
if the field develops very rapidly, there may be more 
erude available than that one company can take, and then 
I have seen, many times, an independent gathering system 
constructed in order that crude independently and in 
competition with the -riginal gathering system will find 
a market. 

‘ell, I just want to clear the issues, if one may call 


them that, although there are none strictly speaking here, 
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I think it is quite clear, Mr. Frawley, that according 
to the evidence of this witness that so far as the 

field price goes, we are concerned with the competi- | 
tive feature, stated in the fashion the witness has, 
plus a determination of the realizationSof the competi- 
tive situation, so far as the evidence of this witness 
goes that is where we afe left. 

MR. FPRATLEY: Quite. 

TH: THATRMAN: Well, with regard to the 
producer in the Valley, it cannot matter at all whether 
he is producing every barrel at a logs, 

Diewerown, and it just occurs to me, and may “Ly put vit 
Bowyou whe if, If the price paid is so low that 

copa era cannot possibly continue to exist, might it 
HOp ee) bo) wie disadvantage of the refineries already. 
erected that the oil field would go out of business 
pro tem, at least, or is the answer that it will not, 
it need not matter to them from an economic standpoint 
in any event, so long as they can get their crude 
elsewhere? 

Yell, let us suppose, I talk in figures, ites" rather 
hard for me to get away from it, let us suppose that 
the vrice of “1.30 which is now posted is not sufficient 
to pay the drillers and the producers for their effort 
in bringing that oil to the surface, in other words, 
they are producing at a loss. 

Yes? 

In the long run, it would develop that the amount of oil 
produced would decreasce 


Yes? 
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Because there would be no further drilling’ and. ne 
further development. 

Yes? 

With the result that the crude oil would no longer 

need to seek a market at Regina, for example; it would 
then lose its more remote territory and supply only 
refineries at Calgary ard these refineries at Calgary 
would then supply only the territory that they can 
Supply at the higher price for crude, in competition 
with the other fields, and then there would be a new 
equilibrium reached with the price of crude at perhaps 
$1.50 which would reimburse the producers of crude, 

and put that crude in its proper competitive situation; 
ane faot yl think that is nothing but) retracing history. 
Pray newouldreo back from the present into the past, 

we find that as the cruée price was higher than it now is, 
that the actualy territory supplied by that crude was less 
and in order to take on a wider territory and to strike, 
so to speak, an equilibrium at a reduction of perhaps 
25,000 barrels, it was necessary that the price of the 
erude’ in the field had’to be reduced ‘so as. to strike 

that new balance. 

Speaking of the Imperial now only, because werure 
personally dealing with their account, if the Imperial 

had only the Calgary refinery, for example, while through 
the medium of that refinery, they would perhaps have a 
smaller zone, but it would mean that a less number of 
Povauiers would get more for their oil? 


More per barrel. 
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G. G. Brown 


More pen barre? 

A That; is, right. 
Yes, and so far as, leaving aside the field price just now 
and turning our minds to the producer, if I am understand- 
ing you aright, what any Commission concerned with making 
answers about producers will have to have in mind is where is 


the economic line from the producer's standpoint? 


A Theat is right. 

Q And whatever conditions there may arise as to ascertaining 
what is the true operating cost in the sense of amortiging? 

A ee Sie 

2 Ti Oo webO.. be, possible to ascertain what is) the. true 
operating cost per well, of the going well, with a 
deduction for depreciation, which may be only an 
inijelligent guess? 

A Well, if we assume that that can be done, that is possible, 
IT do not know whether it is in this case or not, I have not 
studied it, 

Q No? 


A But if. that could be done. 
A petroleum engineer should be able to tell, or hould 
he not, the operating cost of a well of e certain depth 
under certain conditions? 

A You mean actually running? 

q Yes? 

A Oh, yes. 

Q I mean a man may not get full depreciation and will 
continue to run, that is what I am thinking about, 

providing he is not losing money in dollars every day 

he is running? 


A That is right. 
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Q He may lose his capital? 

A That is right. 

Q But I suppose if he makes 4 profit on operations? 

A ZRetiLs: RIG t . \ 

Q He is liable to continue? 

A He will continue. 

Q Yes, but the minute you reach the stage where he is 
at an operating loss all the time, he would stop, 
would he not? 

A Yes; 

Yell now, if that figure could be determined, it would 
appear to me that the next consideration would be what 
is the economic territory that the Turner Valley crude 
could supply? 

Yes, yes? 

A 50 that the competitive price will be adequate and 
sufficient to continue developing that particular field. 

Q Yes? 

A And if we happen to get along on that and guess on 
too wide a market and too low a price in the field, 
the field will not be developed. 

2 Yes? 

A Well, if we are too conservative the other way, and 
guess at too small a territory, the price would be a 
little high and the field may develop very rapidly and 
there would be a large amount of crude seeking a market 
and that would again force a wider territory and bring 
about a decrease in posted prices. 

Q Yes, so, yes, then we have been told about the advantages 


of proration amongst people, amongst the producers, with 
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8 view to conservation? 


A Yes. 

Q Of this great natural resource? 

A Yes. 

2 Deo you think it should involve control of the number 


of wells drilled to prevent that situation you have 
last alluded to? 

A Well, the only way to develop the field is to keep on 
drilling; as soon as Grilling ceases, then there is 


no further development. 


2 


If you are able to establish the economic line, you 
Moc nod beiteve in drilling to a greater éxtent, 

at least drilling to the extent that would produce oil 
beyond that which is necessary to go outup to that 
economic line, would you? 

A Supposing we have the economic territory determined for 
the present conditions, and in order to supply that 
territory, there should be in the ground proven reserves 
to lest for a certain number of yearS.....- 


At a given rate of withdrawal? 


& 


A At a given rate of withdrawal. Now,let us take the 
figure of sey 15 years, that of course would depend on 
other factors, but that would seem to be a fair figure. 
Yes? 

A Toat erucge is withdrawn from the field, the present 
reserves will decrease corresponding to the rate with 
which the crude is withdrawn; in order to continue 
having in the field proven reserves for 15 years, it is 


necessary that we prove the territory at a rate equal 
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to the rate of withdrawal. 


Q That is right? 

A Tnerefore, there must be continued drilling. 

Q on. surely? 

A And the continued drilling will of course depend 


upon how much produstion is provided by each well 


or each hole which is drilled. 
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R But dees nat one go to keer continued drilling 
in line with the continued drop in preduction 
ef existing wdélls, and having established an 
economic line that would be the ideal thing to do 
would it not? 

A That is right. 
And that being so, I am saying do you think that 
Should be the subject of control, if there is an 
economic line and it is ascertainable, then as I 
understand you the drilling to be alloved, to have 
an ideal situation, would be drilling that would te 
Cemparable with the reduction in the existing wells, 
which is to be expected? 

A Yss. 

Q So as to keep a proper level that you may always 
reach your economic line but that you may not have 
a surplus which will force you beyond the ecenomic 
line and force dewn the price of crude as a whole. 
what I am coming to, and it is something that has 
been suggested inferentially at least, and we should 
explore it, do you think a Board should be set up to 
take some enntrol of this, or just let it go en 
and let eyerybody drill that can regardless of how 
much surplus oil we have and what we sell it fer? 
And when I say a Board it won't be this Board. 
Do you think there is sense in it or is it something 
that should only be mantioned to be discarded? Or 
perhaps you would like to think about it befmre 


answering‘? These are all things we have to worry 


abpout? 


mi) My mind is very opes on that particular question, 
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because when you are dealing with mineral resources, 
be they coal or oil or anything, these resources are 
at least to a certain extent burdened with publics 
interest because they are irreplaceable. 

Q Yes? 

A And that is a question which I think would demand 
very thorough consideration. I frankly do not 
believe I had better start in on that this afternoon. 

@ Very good? i 

A The only-thing I would Like to ‘point out et this 
time is that perhaps drillers in the field have an 
tdea that they can expand their markets and serve a 
territory beyond the Regina and Alberta territories, 
and might éven go further tast and might even have 
an idea they could get down to the Pacific Ocean. 
Whether or not their ideas are sound I am not concernec 
with. But if they are to try out their ideas in 
practice it would follow that they must be allowed 
to drill at any rate they choose so as to prove up 
the field. Because it will be impossible to extend 
the markets much further than they now are unless 
Turner Valley has, or rather unless this Provinee 
of Alberta has proven much greater reserves than 
it now has. 


Q That is right? 

A So that whenever that control is considered at the 
same time we must also consider whether or not we 
would want to limit the markets supplied by this 
erude. Because as soon as that control is super- 


imposed on the drilling, that control will be 


super-imposed on the basis and with the inevitable 
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result that the markets for the crude will be limited 
to a certain territory. 

q That is right. Now that is one of the things. and 
when I say anything that you would rather not enter 
upon now, 1 hope you will feel free to say so. 

One of the considerations we have to face, we have 

to face all these fundamentals ané no amount of detail 
will get us away from the fundamentsls. 7@ have to 
Ping. just such a thing: as that... ‘hatvis wise? ie 
know all about us there is a ery for wider markets 
and it is our job as we appreciate it to quite dis- 
regard that if it is economically unsound in making 
our recomuiendation. If there is an economic line 
beyond which the producei's can only go at a loss, 

it is our jluty to say so. ell, thank you, Do@tor. 
There are some things I have mentioned to you’ today 
only because I want. to think arout your answers 
while you are away. I amafraid, Mr.Shaw, I have 
taken the time that you could have well used because 
owing tc the death of a distinguished Member of the 
Bar we are going to rise at a quarter to four o'clock. 
IT should adda to thet the members of this Board, as 

I am sure every member of the Bar, will greatly 
regret. Now I am saying that about the time so that 
you may know all the time you have with this witness. 
T would not have taken the time from you for my 
questions except as I say I wanted to think during 
the adjournmnnt of whet Dr. Brown had to say. 

MR. SHAW: It is an interesting and inform- 
ative discussion. I have only one or two questions 


that I want to ask, and Mr. Plotkins hes been investi- 
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gating a particular matter and wants to ask him 
some special questions on it. But if I may be 
permitted I would like to ask one or two questions 
gt this time. 

Q Doctor, I gather from the newspapers and otherwise 
that you are the head of the Oil Research Department 
of the University of Michigan? 

y Well the University of Michigan has no Oil Reseaxch 
Department. I am in the Engineering College in the 
Department of Ghemical Engineering and within thet 
Department all of the petroleum work is done, and I 
have been in charge of that work for fifteen years. 

q Nor, Doctor, does fifteen years represent the life 
of that particular Department or subdivision that 
you are in cherge of at the University? 

A I hope not. 

q It has been going on previously has it? 

A Well, Professor Leslie was there from 1920, and he 
was very active in that field for about five years. 

Q Another question, is there any oil well drilling 


or any producing of oil in the State of Michigan? 


4 Yes. 

@ And of course there will be considerable refining? 

wy Yes, there is some refining there. 

Gy You are engaged, I take it, in training students 
for specialised work in connection with this petroleum 
work? 

& Yes, a good proportion of our students go into 


the petroleum industry. I teach other work than 


petroleum. 


. 
Q I want to get, very frankly, I want to see if your — 
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experience there could be of any value to us in 
training students in our University for petroleum 
eon within our field, which we hope will extend, 
perbaps, the more optimistic of us hope will extend 
beyond the confines of Turner Valley. ‘6 are 
interested in training our own men if we oan, and 
fit them for that scientific work. I was wondering 
if you sould give us anything of your experience 
that would be of value in regard to these matterss 

F | what is it you wish me to do, tio set Popeniawe 
philosophy of education or something? 

Q Oh not at all. I want you to think only in the 
terms of petroleum engineering. You have that 
Department in’ the University of which you are in 
charge. Now we haven't any such thing, as I 
understand if. It is a branch of chemical 
engineering? 

& It is at the University of Michigan, yes. Other 
Places it is not. | 

G Have you any means of support for that variety 
cf work, financial means, I mean, other than from 
the University itself: 

4 No. 

It, too, is a State University: 

m Yes. Occasionally there are Fellowships that are 
supplied by various industrial companies, in the 
petroleum field and other fields for special 
research work, but the Department is maintained by 
the State. 

Q [G45 paid for out) of public funds? 


A Yes, and the tuition and other things. 
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C Now, Doctor, in your experience I assume you have 


found that a very valuable means of training 


students for this particular variety of work, 


have you? 

A You mean the University? 
Yes? 

b Yes, we have a rather good repuvation there, I 
believe. 

q Is similar work carried on in many other Univer- 


Sities, take in some Stateg which are perhaps more 
concerned about the production of oil and the 
refining of it than Michigan? 

A Yes, the State of Texas has a number of Departments 
of Petroleum Engineering, mainly production of 
petroleum rather than refining. And the University 
of Oklahoma has a Department of Petroleum Engineering, 
whieh is production. There the refinery enginssring 
is in the Depar tment of Chemical tngineering. You 
can enumerate them in many States. 

G That is a branch of University work that has been 
developed in the last fifteen or twenty years, has 
et not, or he's it? 


3 You mean petroleum’ 


Yes? The matter of traintng students for the scientific 


>) 


work involved in the petroleum engineering phases 


of all kinds. 

A It has expanded very greatly I would say during the 
past ten years. — 

q It is a desirable thing is it not, to train men 


specifically in the Universities for tuis specialized 


variety of work? 


Baars 
Vee 
, 


rina % 


: : 3 | 4 : it \ 
, 3 ; % ory < ; ! 
; Soe St Sh Necro PERNA Sp TA WALs a Set eal (sh Bary 
ealicoaaiearlt 2 fiat “i Aa hi rt Hi ey 
Pace EEN: eer AR. ea 
mall my th se CT. me Ger e eit 
! i A 4 i) , 


+ Hf 


ii ak 


oe Me aa ‘he | 


€ 


by Med 


or -9243— 


Dr. Gs G. Brown. 


W) Well, you are getting into the philosophy 
of education. 

Q I do not want to get into anything like that. 

4 Frankly, it is my philosophy, my contention, that 
it is best to train men rather generally in prin- 
ciples and they will very soon learn to make specific 


application of their principles in practice. 


4s) 


If we have an expanding field here, then it would 
be probably advisable that we should give an oppor- 
tunity or provide an opportunity to train our own 
young men in this particular avenue of endeavour is 
it not? 

a Well, that seems to be the »opular idea. I would 
not play up so heavily the particular specialized 
field for training. I would Like to see it more 
general. 

G My reason was, for asking this, Dr. Brown, because 
acca ding to the newspaper at least one of your 
statements was that we had to go down to get 
specialized experts fro. the United States in 
various fields. I am not questioning that. 
Obviously we have not got the men here who, from 
experience, or training, are exactly fitted for 
that work. 

TH CHAIRMAN: I do not recall any 
such evidences. 

MR. SH&!:: I just read the news- 
paper report? 

A I did not say anything of that kind. 

MR. SHAW: Then the newspaper 


is quite wrong? Thenwe ought to have, if we can 
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do anything in that line, it might be va luablé 
might it not? I simply read that stetement from. 
the newspaper report and perheps I misread it. 
Perhaps it is quite wrong. 
MR. PLOTKINS: The statement in 
the newspaper, as I recall it, said, or reported 
Dr. Brown to have said that there was an increased 
cost in refining because of the fect that the experts, 
the technical experts that were necessary to engineer 
the refineries and run them had to be secured 
elsewhere? 

& No « 
THE CHAIRMAN: That here we had to 
keep, perhaps, some more expensive and a greater 
number of technical staff or somthing to that effect. 
That was all, Mr. Plotkins. 

A My statement was that primrily with the inability 
to get special services for electrical instruments 
and other control devices in Calgary and Alberta, 
49S compared with a large industrial centre such as 
Chicago, for that reason the refineries operating 
in this territory had to keep on their staff men of 
that special knowledge and experience which the 
refiner in Chicago would not have to keep on his 


staff. 
MR. PLOTKIMS: That would not materially 


£) 


inerease the cost of refining, Dr.Brown?? 


A It is one of the factors that would have an effect, 
yes. 
C Now I want to explore with You, ir. Brown, the 


question of the basis - and I have no dispute with 
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all you have Said to the Chairman about how you 
would proceed and go ahead and figure out the 
price for Turner Valley, except the original 
starting basis that you have set, and thet is 
Montana. 

A You mean that I have based everything on Montana? 
4s the main factor insofar as Regina and Calgary 
is concerned? 

A Well, because it is the closest. 

q It is the closest, yes. I am going to explore 


that? 
A Phat is not the sole factor though. 


ec Yes, I understand so: 
A All right. 
€ If Turner Valley crude were to suddenly fail 


or completely disappear and we had to secure our 
17,000 barrels daily that we require for the Prairie 
Provinces elsewhere, could we get that in OCutbank 
field at the present times 


4 Tadouptuit. 
You doubt it? So that we could only take vwhat would 


&) 


be obtainable in Montana, as in the Gutbank field, 
at the price that it would be available. In other 
words if there were 5000 available at ,1-10 or at 
any other price, that our going into that market 
might create, we would heve to look elsewhere for 
12,090 barrels then’ 

A Qr the finished products comparable to that amount 
of crude. 

Q True? But we have two refineries here, or several 


refineries, and they are not going to close. ‘Je 
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will assume they are not going to close down? 

They might have to close down under those ana te ones 
If they could not get crude in Montana they would 
have to close down? 

A I do not believe there is any chance of bringing 
Illinois crude into the Regina Refinery and refining 
it there as compared with refining Illinois crude 
at Sarnia and shipping the finished products in. 

“hy not, Doctor? Crude ean be brought in cheaper? 

A Because of the freight rates. I have not made a 
thorough study of that, but I believe that the 
Illinois crude would be refined in Sarnia and shipped 
in as finished products rather than to bring the 
Illinois crude up into Regina and ship the finished 
products Hast. ihether that is true or not I do 
not know, but that is my present opinion. 

q That is contrary to experience where orude is always 
the cheaper product. That is it costs us less to 
transport it than the refined products? 

4 Sometimes, and sometimes not. 

THE CHAIRMAN: Mr. Plotkins, I do 

not think you were here, but the witness, br, Brown, 
has made it clear that he has not really explored 
the situation in Bornean Alberta in connection with 
Montana crude. He wanted time to do that and he 

did not want to go into it at this time because he 
thought he was not sufficiently informed. Lf 

you can keep that in mind, the Doctor will be 

back. Iam correctly putting forward what you 

did say, au not, Doctor? 


A Yes. 
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THE CHAIRMAN: If you could more 

or less leave that until he has gone into it 

then his answers will be based upon his examination 
of the situation and your cross-examim tion will 
then be of more value to. us. Because right now he 
does not pretend to know about it. 

MR. PLOTKINS: I am only dealing 
generally with the Pratrie Provinces and the 
refineries in the Prairie Provinces, seeking to 
import crude and refine it into the manufactured 
products. Wow, before the Sunburst field was discov- 
ered, or before the Gutbank field Was discovered, 
we imported crude, at least the Imperial did, from 
Wyoming « Now is it not concsivable thet if there 
were no crude in Turner Valley and you could secure 
approximately 5000 barrels in Cutbank - and I am 
using that 5000 barrels figure advisedly because 

it may be possible to cost more a barrel to produce 
and make available for this ‘.estern Canatian 
market 5000 barrels over and above what they now 
produce. Now it would be reawnable to assume 

they aould go to Vyoming and get lc,000 barrels 

of crude to make up the difference: 

A That is a possibility. I have not investigated 
that. 

Q If we assume for a minute that they do go down to 
Wyoming and get the difference of 12,000 barrels, 
the price that they would have to pay in ' Yoming 
coulé be ascertained. It would be the posted field 


price for a certain gravity crude? 


4a You mean it could be ascertained when es and if that 


Oe 


an 


Te1 
LZ 

-9248- 
Dre Ge @. Brown. 


crude was aveilable? 

q Yes? 

A Yes. 
Would it not follow that the crude from ‘wyoming 
Jaid down in Calgery or laid down in Regina would 
be more expensive, would cost more per barrel, 
quality being considered, than the Cutbank crude? 


A I do not knowe 


(Go to Page 9249 )}, 
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But the further the crude is away from the refine ry 
the chances are that it will cost move leia down? 

If it costs the same at the well, yes. 

fs it not rather striking that the different nosted 
field prices as between fields are somewhat on a 

par taking aside local considerations? 

Under normal coditions in the average that is true. 
So that if that is true and you go a longer distance 
to get the balance of your crude, you will have a 
higher laid down cost for that vortion? 

Yes, everything else being ecual. 

nverything else beings equal. Now, if we want to 
then average the cost of the 5000 from Cutbank and 
the 12,000 from “lyoming, we will add all the berrels 
together and all the money together we have paid out 
to strike the average oost? 

That is right. 

Now if that situation that I have just vainted were 
true, then you would arrive at a different posted 
field price for Turner Valley crude. Leavine aside 
all marketing cmsiderations and territory for the 
time being? 

If I understand your question, you mean thet if we had 
to develop 5000 barrels sore in Northern ilontanea down 
here that in order to develop that crude we would 
probably have to reise the posted »rice. 

No, I am not even asking you to go that fay. oJ an 


going to ask you to accept it is nossible to get 5000 


barrels more in Mothern !.onteana end not even increase 
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You mean accept that as a fact. 

“ell, assuming that? 

You are going to assume that. 

TI an going to assume it because in the first place you 
have assumed you covld get enough erude in Montana to 
supply these two refineries and your whole basis of 
commutation is on an assunntion? 

No, Sir, you ere mistaken. I did not assume that we 
could 26? 5000. barrels more out of Cutbank at 1710; 

I think I specifically stated I thought it was very 


unlikely. 


Well then why should you take Cutbank vosted field 


price as the point of departure for arriving at the 
value of crude oil in Turner Valley? 

Because there will be some crude available in Cutbank 
SG) ylelO, is that right? 

Yes. 

Some. How much TF do not know. ALL rient fo 1b: tiere ws 
some crude available in Cutbank field at 41.10 then 
that crude which is available at »1.10 is in comnetition 
with Turner Valley on an ecual basis with Tumer Valley 
as $1.3U at the well for 48 gravity and when both these 
crudes are to be refined in the Imperial Refimry at 
Regina. 

I em asking you to assume that there is no crude avail- 
able at the present time in Turner Valley sufficient to 
take care of all our requirements. In other words, 
there is only one well. 

All right, there is no crude in ‘urner Valley now. 


You want to determine what you cen afford to 


v 


& bic 


Cte 


my 


ae Bhs. 


* ¢ ie 
ae ( 
Leo en { 


08 ae ee, 


=) " r vie ‘ hoege tuk ' x 
ha rhe Rae eh Sod 


Dir. 


- 9251 - 


G. G. Brom 


pay for crude in Tummer Valley if and when it is 
developed. You want to find the relative value of 
the Turner Val ley crude with some other crude. 

Mr. Plotkins that is a situation that is impossible 
to analyse, You have to give me some conditions on 
Which a man could work. {f there is no) crude. in 
Turner Valley will I know what quality that crude 
would be if it were there? 

Oh no. 

Vell, where are we? 

We have the Turner Valley Royalties well. “Ye know 
there was crude in Turner Valley. Ve knew the 
character of that crude and the Imperial at that 
time determined to find what that crude was worth. 
Now, the chairman has esked you to give him your 
Opinion as to how you would go about to fix or to 
find what is the proper price for crude in Yurner 
Valley? 


Yes. 


You have given as a basis the price of Cutbank? 

No, wait a minute. The very first thing ¥ said was, 

I must first of all determine that territory that 

this Turner Valley crude is to supply. Then having 
determined that verritory I then put the Turner Valley 
crude in competitive equilibrium in all of that territ- 
ory with the crude and the refined nroducts that might 
come into that territory from without. Now, if there 

is only one well in ‘Vurmer Valley certainly the territory 
to be supplied by that well does not cover the large 


territory which is now being supplied by the Turner 
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Valley crude. And the very first, thing you must give 
me is the quantity of crude that is available and the 
territory that is to be supplied by that crude. 

Then we will go on your basis. We will take the 
actual fact. We have a field in Tumer Valley and 
we have a market as ascertained of 17,C00O barrels a 
day average for the present mrket. Now the Board 
is endeavoring to find out what is the fair price 
under these circumstances and they have asked you 

and you have said, well, taking into consideration 
the economic territory and taking into consideration 
the competition from the States, other crudes in 
other words, the economic territory is on a marketing 
basis and crude is on a crude basis, from Montana or 
elsewhere, you have said well, Montana crude could be 
purchased for so much and therefore ws will compare 
Montana crude with Turner Valley crude and we will 
arrive at an economic fair price? 

For one varticular overation only. 

For one varticular operation only? 

And that operation was the Imperial operation at 
Regina. 

Yes? Well, we are dealing with the particular 
operation and we will take the Regina and Imperial 
refinery. Now the Imperial refinery at Kegina if 
it sought to displace or to buy crude in Montana or 
elsewhere to replace Turner Valley, we will assume 
that tomorrow the Stendard Oil of Califomdia for 
some reason or another acquired all the crude and 

it was a question of competing with the Standard Oil 


of California and the Imperial had to go out and 
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find crude to compete with it? That would be 
approximately the same situation, Now, af 

Regina goes into Montana to buy the crude would it 
be able to buy crude at the present time to take 
care of its recuirements? 

All of its requirements? 

4ll of its requirements in the Cutbank field. If the 
Calgary refinery did likewise, because we must take 
the whole territory. 

Wait a minute. I have lost you. I thought we were 
at Regina. 

Yes? 

If the Regina refinery cannot get any Turner Valley 
crude, is that right? 

Yes, 

That is your question? Could the Regina refinery 
go into the Cutbaenk an d buy how much crude? 

Buy its requirements. 

Which is about what, 4000? 

4000 barrels. | 

Say 4000 barrels a day. I doubt if they could get 
it right now. 

And it would be still further complicated if the Regina 


refinery of the Imperial went into the market? 


MR. FRAWLZY: You mean Calzary? 
MR. PLOTKINS: Calgary? 
Oh yes, 


So if they had to find that 12,000 or whatever it is 
today they would have to buy in Cutbank only what was 


aveilable and look elsewhere for the balance? 
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A Yes. Or they might Ship in the finished products 
from Sarnia. 

Q We will forget about the finished neeaekeome We will 
treat the marketing on the one hand gut we will deal 
with the crude. 

A As I told you earlier, we cannot forget about the 
competition between the different crude fields through 
the finished »vroducts. That competition is just as 
real as in the orude itself, 

Q Well, I realize that Dr. but we will treat one ata 
time, When we are through with the crude we will 
weigh the finished »sroduct factors egainst it? 

A ALY right. 

Because naturally IT quite realize the crude itself 

is not the whole thing. Them two refineries must go 

elsewhere to get the belance of that prodw tion? 

Than Turner Valley. 

No, than Cutbank. 

All right, then Cutbank. 


Oo Pf O PP 


They will have to seek crude at the closest point and 
in this particular case, as I see it, it is \Wyoming. 
And they will have to go and buy or secure the balance 
of their supplies if they are available there from 
Wyoming at the posted field price. Im other words, 
Cut bamk crude is only one of the faotors because it 
cannot supply all of the requirements. Therefore, you 
should take into consideration more then the Cutbank 
price of crude. If you are eoing to be on a fair basis 
and a fair commercial basis you will be on the same 


basis as the marketer that sees a competitor sells 
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gasoline for ten cents when he is selling his for fourteen 
cents but after investigating he finds that marketer 

is only in a position to sunply 1% of his market so 
therefore, he is not going to cut the BE seen his 

99% in order to meet the 1% marketcr, That is the 
position the crude purchaser is in, or the crude 

seller? 

A Are you asking me a question? 

Well I om coming back to that question. If Cutbank 
could not supply the total requirements, is not it 
obvious that other considerations must be taken into 
this primary basis of arriving at a fiar price for 
Turmer Valley crude? 

A I have repeatedly stated other considerations should 
be made, such es competition between the finish ed 
products in Southern Alberta and from Tllinois. But 
seg under stand your position, if 1 can be oF | help eto 
you, you are trying to take the stand that the price 
for Cutbank crude that would be necessary to develop 
the 5000 barrels of additional Cuibank crude in order 
to supply the Regina refinery is a price which should 
be considered to make Turner Valley in competi tive 
balance with Cutbank. Ts that your position? 

Q Not cuite, but it is to this extent that I am assuming 
even that there will be no rise in the price of crude 
in Cutbank but it will be necessary to go elsewhere 
for the balance of it. Therefore, your average cost 
of crude thet you will require will be wmnsaiderably 
more than {1.1C and that everage cost is what you 
shoulda take for the basis of arriving at a fair price 
of Turner Valley crude. 


A Well I disagree with you entirely. 
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Well I disagree with you: entirely because your very 
discussion was based on an assumption which you gave us 
Which was that there was no Turner Valley crude avail- 
able and study which is based upon assumptions or con 
ditions which sre contrary to facts will be absolutely 
valueless. The only possible study which can be of any 
holp is a study based on conditions as they actually 
exist or upon estimates which are as near to the truth 
a8 we can possibly make them and if we are to assume 
there ig no Turner Valley crude here and then try to 
figure what the price of Turner Valley crnrde would be if 
there were none, of course that price is of no help to 
this Commission in determining whether or not the present 


price is a fair one. Wie must face the situation as it is 


‘and that is, there is a certain amount of Turner Valley 


crude being marketed and seeking a market and so long as 
that Burner Valley gets that market then it must be in com- 
petitive balance when it is supplying that market with the 
other crude that begins to displace it. There is no use 

in trying to put one barrel of Turner Valley crude a day in 
a competitive balance under the present conditions and st 
that is the basis which would “etermine the prices for 
ibadey Valley crude because there is more than one barrel of 
Turner Valley crude available on the market. Supposing 
there were 100 thousend barrels of Turner Valley crude 
actually reaching the market, the price would then be 


still different and eny price which you might set based 


upon an assumption that there is no Turner Valley crude is 


absolutely of no value. The fair prive itor Turner Valley 


erude must depend upon the amount of Turner Valley crude 
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Whioh is reaching the market. 

Yes, but Doctor at the last we did, I did ask you to take 
the actual facts, that there were 17,000 barrels of Turner 
Valley crude available for this market and what we want to 
find out is wmt is its value in relation to competition 
and so there is no question now of taking or assuming-~--~ 
Then you would never buy more than about 10 barrels down. 

at Cutbank because if you are going to still allow the 
Turnor Valley crude to supply Regina you cannot take very 
much Gutbank crude. 

Well we are not taking any and all I want to find out is 
what is its value in relation to Cutbank crude or any other 
source of supply? 

Yes, and I have set forth the basis upon which I believe 
that should be computed and it shows that with Cutbank crude 
at $1.10, Turner Valley crude of 48 gravity should have A 
price of $1-294 in the field at Turner Valley based upon 
Imperial's operations at xXegina- 

THE CHATRiu AN: and if £ may interjeet, if thet 
were the premise, Cutbank crude at ¢1-.10, would we not have 
to know what made Cutbank erude $1.-10 instead of $1.00 or 
$1.20? 

Well++-~ 

To be really consistent, feel that we were safe in making an 
answer? 

Well if the Imperial can go into the Cutbank field and buy 
500 barrels per day of crude at ol.lL0, then it is*’a toss-up 


whether they de that or run Turner Valley crude. 


MAJOR LIPSET?: Dr. Brown, taking it that 


17.000 barrels a day are required and that in the first in- 
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Btance there may be 5,000 barrels of that available in 
Cutbank and no more, now to what extent or in what way 
could Cutbank then affect the price og Turner Valley 

crude so far as the other 12,000 barrels are concerned, 
which Cutbank cannot supply? 

Well I am assuming that there is going to be one price in 
Turner Valley and that prise is the lowest price. I do not 
believe it is humanly possible to go into that field anda 
maintain conditions in a satisfactory state paying some 
producers $1.50, another ¢1.30 and somebody else $1.20. 

L think we have to have a uniform price in the field. 

Then on that assumption it is quite clear that Cutbank can- 
not supply the whole market, would Turner Valley then be in 
@ position to say "Well we will not supply you with any 
unless you take your 17,000 barrels from us at our price of 
cost plus a reasonable profit". 

Well let me see if IL can analyse that situation; in other 

words the Turner Valley producers all get together and say 

they want $1.50 for their sorude? 

Yes, assuming %1.50 is cost plus a reasonable profit? 

Well that doesn't enter into the caleulation; it is just 
that the producers have all gotten together and decided 
they would not sell any crude unless they got $1.50. 

They will not supply Imperial at all unless they tako all 
their requirements from them? 


411 of the 17,000 barrels. 


Yes? 


And I am an employee of the Imperial trying to find out 


what to do. 


Yes? 
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Has the Imperial to take 17,000 barvels a day? 

Well that is the market 4f the Imperial was taking 

ciara i ee 

Well I would have to study that a little more carefully 


because if would mean that tle Imperial would either 


have to bring in other crude here and see how it would 
balance out or.considex other ormdes at Regina and I 
would go at it exactly the same way as I went at the other 
problem. I would, instead of determining what the price 
should be of Turner Valicy, I would go backwards over the 


game road and say the price at Turner Valley is ¢1.50 and 


then figure out what it would cost to bring other crude in 


in the average at Regina and Calgary and see whether or 

not the over-all operation would be more economical to 
bring in the other erud3 and run it at whatever price could 
be obtained or take the whole thing from Turner Yalley. 
Well that would mean then that. would it not, that, assum- 
ing that Turner Valley then could compete with Illinois 

or the other crudes that they would consider, that Cutbank 


would cease to be a factor altogether or would it? 


No, you mean under those conditions o 

Yes? 

Oh. Cutbank wovld be a very important factor under those 
conditions. 

The supposition which I was putting, Dr. Brown, is that 


Cutbank cannot gupoly the whole market but they can supply 


5,000? 
They cam supply 5,000. 
Yes? 


That amounts to about one-third of the whole requirements. 
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Q And Tumer Valley says "We will supply you only on the 
basis of your taking the whole requirement from us"? 

A No, I think Cutbank would then become even a more imn- 
portant factor than it is now. 

Q Well would not the comparison then be, we have that 5,000 


from Cutbank plus the 12,000, which might be $2.00 from 


elsewhere? 

A Well if it were $2.00? 

e Whatever it is? 

A [I would have to get those figures and see where it came out 
and that is exactly what it was. 

g and could not Turner Valley then retain 17,000 of the mar- 
ket as long as they were at a price less than the price of 
the 5,000 from Cut bank and 12,000 frcm elsewhere? 

A Oh under those conditions, but that is not a competitiva 
condition. 

Q Well, but what I am trying to get at is there any real com~ 


petitive condition? 

A Yes, the very fact that that condition which you have out- 
lined does not exist is evidence that there is a really com- 
petitive situation; the very fact tmt the $1.30 at Turner 


Valley is the price which has been arrived at and the very 
fact that the Regina refinery is operating and supplying 


the territory that it is supplying on Turner Valley crude 

wher the Turner Valley crude is $1.80 and that the Cutbank 
crude is not available in any appreciable amount under eiwk0, 
is to my mind very clear evidence that that competitive 


condition exists» If on the other hand the Turner Valley 


price were $1.50 and the Regina operation was being con- 


ducted on Tumer Valley ervde and the posted prico at Cutbank 
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were ~1.10, then I would say we dia not have competition. 
We then have some kind of monopoly or desire on the part 

of the Imperéal to market their own crude from Turner 
Valley regardless and they belicve they cana continue 
marketing their own Turner Valley crude and get perhaps a 
specially high price for their product. 

Then on what ground, Dr. Brown, do you come to or get the 
uSsumption or come to the conclusion, if you have done 80 , 
that there is any real competition in the fixing of the 
furner Valley price? 

Well might I continue, that is really the same thing I was 
trying to Bay, if the Imperial had,-this is sont Hane to 
facts,-but if they had found it possibl2 to pay $1.50 for 
Turner Valley crude and market their produats over the 
Same territory that thoy are now doing, it would indicate 
that then the Imperial must have had some kind of monopoly 
in through the Regina territory and possibly Southern 
Alberta or in Northern Alberta or some other place, so that 
they could get a non-competitive high price for their 
finished products because they are paying a non-competitive 
high price for the raw material, crude oil and no refinery , 
Gan exist for any length of time paying a non-competitive 
high price for the crude oil unless they correspondingly re- 
ceive a non-competitive high price for the finished product 
and the very fact that the Turner Valley crude oil is now 
receiving a price which to the best of my calculations is 
not competitively balanced with the finished product from 
the other crude fields and also with the crudo oil itself 
from the Cutbank field when laid down at Regina, to my mind 


is evidence that the Imperial Oil Company is8 getting a com 
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petitive price for its finishea product. 
Well now what do you exactly mean by a competitive price 
for its finished product; if you eliminate all the ma jor 
companies operating here, what competition is there in 
say Northern Alberta? 
Well now I did not say they were actually in competition. 
What I said was that they were getting a competitive price, 
in other words they may still have a monopoly but they have 
Bo set the pricesand those prices are what would have been ar- 
rived ut under competition. There is such a thing asp a 
competitive price for crude oil and a competitive price for 
finished products, whether or not that price is actually 
arrived at by competition, by regulation or by the fixing of 
rates, it does not make any difference, there is still that 
competitive price which can be cOmputed. Now one way of 
getting at a competitive price and seeing that it is main- 
tained would be regulation; another way is by free compet- 
ition; another way might be by just good judgment on the 
part of the company to maintain the competitive price even 


if they had a monopoly. 


and you use the word "competitive price” as not necessarily 


a price fixed by competition? 
No, but the price which would be fixed by competition whether 


or not the competition exists. 


WR» PLOTS: Dre Brown, is the Mid-Continent 


market for petroleum markets known as Group 8, the basic 
market for refined products? 
Well it was at one tine. 


Zt was? 


I would not suy it is now; over so much territory as it used 
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to be enyway. 

But it still is the primary market? 

No I do not think so; it is the major basis for setting 
prices in the two Southern Btates, South of the Great 
Lakes perhaps, but it does not set the price of the Great 
Lakes territory or Ohio. 

It doesn't? 

Noe 

A distributor in iianitoba, wanting to purchase gasoline for 
instance, he would want to get the best price available in 
the United States, I mean if he was going to compete with 
the Imperial 011 products from Sarnia, as sola by the Imp- 
erial Oil, he would want to get the best price, he would 
want to purchase his products at the lowest possible price, 
would that not be right, as a marketer? 

Well I guess so, I do not quite understand your propos- 


ition yet. 
Well what I am getting at is in order to successfully com- 


pete with the 4mperial O11 marketing department, the dis- 
tributor would seek to buy on as good a basis as possible 
and it iS not a fact that the imports, that the importa- 
tions that he would be ablo to make from the United States 
would be sold +o him on a group 3 basis? 

ZL do not know. 

Going into ianitoba? 

Io de not know. 

That is my experience? 


Well I do not know. 


That we ago buy, in fact all of our prices that the 


Imperial Oil sets in this Western country, is based on 
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Group 3 Competition? 

No 2 do not think so. 

Wherever it can reach. Now I am not saying all over, but 

we will take in Manitoba, what determines the refined oil 

market, and perhaps you can tell us that? 

LE have made no study of that at all, and I am not prepared. 

to discuss that. 

Then I am going to ask you another thing, is there any 

place in the United States where the refined oil price 

or the refined oil market has any direct relation to crude? 

You will have to amplify your statement, I do not quite 

understand you. 

Es theré eny basic market in the United Btates that relates 
selling prices to the cost of crude oil or the cost of 


crude oil to the selling price of gusoline? 


Its there any basic market. 


Yes? 

Well over a period of time thet relutionship of course ex- 
dats and if the price of products goes up the price of 
crude usually goes up with it and vice versa but t do not 
know off any particular market. I do not follow you frankly. 
Well Group 3 in the trade is understood and it is accepted - 


as the basic market for the price of petroleum products in 


the United States? 

L disagree with you. 

It may vary at times and Texas may temporarily affect it 
but all the quotations we have in the trade magazines 
certainly indicate that Group 4 is the dominating factor, 
to simplify it, Dr. Brown, lL might ask you to agree or dis- 


augree,, in the Mid-Continent, group 3 prices,we have the 
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lowest prices for gasoline for a given quality in the 


United States, is that correct? 


I think in general that is probably true. 


That is true? 


THE CHAIRMAN: What was that statement 
egain. 

MRe PLOTKINS: I said---- 

THE CHa IRMA N: The witness said something 


was probably true and I didn't catch what it was. 

MR. PLOTKINS: LT paide that: tn Groupy3a.an 
the iid-Continent market, the gasoline market, we have the 
lowest price per gallon that is actually a fact in the 
United States and the Doctor agrees? 

I said that is probably true. 

Probably true? 

I do not know for sure but I think it is probably true 

but so far as your Group 3 goes, I find a couple of pages 
of quotations here and 1 find a column over to the right 
giving Group 3. 

Yes? 

80 I cannot agree with you that Group 3 is the basic 
structure for the Ynited States at all. Now I am not here 
discussing markets. 


No? 


L specifically kept away from it and what I am trying to do 
is trying to be of help to you and i think © ‘eoutd be of 
more help,if you are worrying about the price of crude or 
refinery operation, if you would come out flat-footed and 
say what is in your mind and say what you are trying to 
get at, I could mswer your guestion directly but if you 


work at it through all these marketing Structures and things 
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of that kind, it is going to be very confusing and I am 
afraid that I cannot be of very much help to you. 

Q Doctor, there is some place in the United States where 
there is a direct relation between the price of’ crude and 
the price of gasoline? 

re i think that is true all over the United States in general. 

Q Yes, but in other parts than the jid-Continent, there are 


other factors, local factors, which influence the price of 


gasoline? 
bi No more than there are in the Mid=Contient. 
Q Well I cannot see how 1 can question you or cross-examine 


you, Coctor, without referring to markets because after all 


crude is valueless unless you turn it into products and 


sell them? 

A Well perhaps you had better wait until all the evidence is 
in on markets and crude and you wili have the whole picture. 

Q Perhaps, but you will notice if you look at these markets 
that not only the s.iid-Continent and the :lichigan and the 
Hast and West refineries quote their priees basis Group 3? 

A No, that is not true. I know the price in Liichigan is not 
set basis of Group 3. You are right now in my home country 
when you talk about that and I happen to know something about 
that» 

Q You mean the local tank waggon is not set? 

re) That is right. 

Q But the tank - car market? 

a There is nothing sold on the tank car market out there. 

Q Phere is nothing? 

4 No, it is the same situation as exists here. 


THE CHAIRMAN: I suppose everyone other than 


« 


ee a 
i 5 
hae ts: 
aot - 


os aes 
Z obad Z 
7 ne i 
x are 
- , 
AS a! 
Sn ee 
- ag2 
Pc 
, 
we 
ane SF. 
oe 
, ! 
% é. 
-~ - 
od ~ 
a x 
ae 
xe 
ee 


rd 


y 
yy 
fas 
¢. 
Ot, 
see { 
S 
a 
‘ 


we . 

oo ,- 
ae 

Fe : 

5 AS 


‘ od 
- - : e 
. 4 - ' 
: ‘ é » 
5 - - hh 
: ae ' 
3 ae 
ae : X 
a ey. . 
Se 5 a 
f 3 : <= : + 
/ ; : 
cae : «+ 
a ‘ Ps 
P * 
: . 
aes 
kz 
Fre oo 
shox - 
<3 Af 
z one . zf 
. 
= > 
s 
he pa 
et 


Dr .G.G.Brown 4 baad 9267 —. 


or 
12 


the group 3 


the members of the Commission know, but what do you mean 
by) Group SO"? 

MR. PLOTAINS: Group 3 is Oklahoma and 
Kansas, that particular producing territory which was the 


dominant producing territory for a good many years and 


Which has established---- 


THE CHATRMVAN: Oklahoma ? 

MR. PLOTKINS: Oklahoma and Kansas roughly. 

THE CHATRMAN: Those two were called "Group 

ole 

Mie PLOTATINS: No, that is ‘tnown as the liid- 


Continent and then the railways established a set of rates 


for the different parts of the United States and tht set of 


rates did not vary even if one refinery was in one part 

of the States and another refinery was 400 miles away, they 
Btill take the same rate to the given point of export, so 
that at serritory in which the railways published rates, 
Which were competitive to some Bann vennea ene known as "Group 
3 basis" and today that is still a factor, that while the 
price itself is not governed by Group 4, the refiners in 
making the prices to the purchasers use that factor of 
freight to destination to balance their price as against 
so that they ere thea in a competitive position 


with the Group 3 refiner. Now that is what I am trying to 
get at. 

THE CHATRWMAN: "3" came from what, do you 
kno w? 


It was a group of or rather & railway rate, and whet he has 
reference to is that the Group 3 freight rates which are 


p i+ is erritory to any one of 
freisht rates from anywhere in this territory : 
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these Cities. 
THE CHAIRMAN: Oh Ef see, it is just, that 


"group 4" is a designation probably given by the railways 


thanselves? 
MR. PLOTKINS: That is right. 
WITNESS: For a group anywhere in that 


group, it is a group of cities and territories, I do not 
know the exact boundaries of it. 

MR FRAWLEY: A group of shipping points. 
WIT NESS: Yes, it is a group of potnts 
and anywhere from anywhere in that group of points the 
freight rate would be the same. 

THE CHAIRMAN: I would suppose from what I 
have seen, that the railways speak of it as "group 3" in 


connection with their freight tariffs? 


That is right. 

Just the way they might call it "schedule 0"? 

That is exactly right. 

They call it “group 3"? 

That is right or "group 3 freight rate". 

THE CHA IRWAN;: IT ani sorry to interrupt you. 
WR-« PLOTKINS: Well the United States is 
divided up for freight purposes, that is for oil purposes, 
it igs divided up into groups from one to six as 2 remember 
Ltt 

I am not sure about those details.~ 

So that you say in the main, in the Mid-Continent, the 
group 3 territory, tho originating territory, group 3, 


that the pricefor gasoline is the lowest of any part in the 


United States, on am average? 
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A Z think that is probably true, I am, just a moment, here 
is the latest quotation I think, Oklahcema 70-72 ootane 
is 5 to 540n June Sth; West Texas the sume, is 5 to 5s; 
Central West Texus 5-1/8; Bast Temas, that is not listed, 


and 80 on, so it is about as low but it is not always the 


lowest. 
Q Temporarily it may not be, temporarily there are variations? 
A Yes, but on an average it is about as low as any. 


(Go to number 9270) 
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Q So that there at least the margin between the 
Sale price of gasoline and the posted field price 
of crude is at the lowest? 

b Oh, possibly, I do not know. 

Q ‘ell, in the Mid-Continent we have a posted field 
price of ;1.10 for a certain gravity? 

Is thst a question? 
¥es, I mean the posted field pricesof particular 
gravities in Mid-Continent are substantially even? 

a The Mid-Continent ranged from 70 cents to as high 
as $1.10. £1.10 is the highest and the Lowest -is 
58 cents, that is posted here. 

q Phat is for very low geravities? 

a. 58 cents is for 25 to 25.9 gravity end 1-10. fs 
for 40 and above. 

@ 4nd that 40 and above at 41-10 on an average is 
the preveiling price throughout the average fields 
in the United States? 

4. Oh,.I do not know. 

With loeal variations? 

A Most of the Mid-Continent pipe line erude is about 
57 gravity perhaps’ 

UR .pROEB lot Qe 36 to 36:9? 

4 Tha nk yOue That is ,1.02. So the average Mid- 
Gontinent wnuld be $1.02. 

G Mit. PLOTKINS: ould that be substan- 
fially the same as the same quality of oii in 
Texas for instence? 

4 Vell Bast Texas is a little bit better oil in some 

East Central Texas is listed at a few cents 


ways. 


more for the same gravity. #sast Texas is 1.04 for 
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Dre Ge @. Brown. 
that same gravity. That is what it should be. 
And in the Mid-Continent..... 
In the Panhandle it is 88 cents. That is in the 
Panhandle for the same gravity. Of course, it is 


much lower, 


q In the Mid-Continent field we have a comparatively 
large number of large purchasers posting a price, 
is that not correct? 

A Vell, in the Mid-Continent it lists the Standard 


Oil of Indiana, the Carter-Magnolia, the Sinclair, 
the Shell and Continental Texas Company, so there 
are at least four groups that post their own separate 


prices, and they are listed here. 


Up) 


So that there is competition between large purchasers 
for the crude available? 
4 Vell probably. If think: they work together pretty 
well on it, not to undercut each other too much. 
& THE CHiIRMAN: Just a minute. Why 
do you say that? 
4 Well, I doubt very much if anyone of these purchasers 
would go in and all of a sudden drop the price 30 
cents or something like that. Onee in a while 
it is noised around one is going to cut its price. 
But I mean they are trying so strike a balance. 
AN of these purchasing groups may feel that the 
price is too high, and that there is too much 
drilling being done and so on, and they may decide 
"e111, we will have to cut the price." The other 
group will say "No, we are going to keep it," and 
over a time you will find that difference, but it 


won't stay that way very long. That is competition. 
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But it would be rather chaos if four different 
purchasing groups continued to vary their prices 
at random. and they find it best to kind of work 
it on a uniform price, and post about the same 
price, and that is what it is here. 
MR. PLOTEINS: It is the same price. 
4 Yes, for all four cf them it is exactly the same. 
53 gravity. Most all of the srude is above 33 
gravity, so to all intents and purpeses the prices 
posted by these four purchasing groups are the 
same. Phe prices differ only in the lov gravity 
erudes and there is very little of that erude 
sold. 
THE CHAIRMAN: ti LE totes Gh be 
accepted by men like yourself that the price is 
arrived at as a result of a conference, and ons 
need not look for impropriety or criminality, - 
but they put their heads together and say what 
the price should be? 
A Yes. 
That is what you would expect in a ease such as 
we are talking about? 
A They do it in an orderly manner instead of a 
Ghaotic manner. There is competition there. 
It is a price arrived at on the basis of free 
cempetition. 
Q That is what I am wondering about. I see with 
| good sonaes the heads of the four groups we have 
heen mentioning might meet and say what is the 
fair field price, or whet is the price we four 


shall fix, whether it is fair or not. It is 
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fair to them would be the prinsiple consideration, 
gansrally is in the business world. Is that free 
competition as you would define it or is that 
just a matter...... 

4 It is not done in that way. There is many times 
disagreement between these groups. You will 
find price changes but not for a long period or 
for any appreciable period do you find a different 
price. In other words, if one of these groups 
thinks the price is too high they go in and cut 
the prict. Perhaps he is wrong, and if he is wrong 
it is only a few weeks before he is back up again 
to where he was before. Perhaps he is right, and 
if he is right-then the.others come down and meet 
it. Therefore, it is an orderly setting of the 
price. Because they are all tied up with gathering 
systems, and if one group is always below the others 
that group is going to lose its connections because 
the producers do not Want to sell their oil to the 


Lowest competitor all the time. 


pC) 


And you say, and of course one follows, there need 
not be cutethroat competition to be real compstition? 
A It is orderly competition. 
Ané@ the question is where is that line between com- 
petition which is not cut-throat and an arrangement 
whereby there is no competition at all? 
p:) That is kind of hard to drew sometimes, perhaps. 


B Yas, Pvthink so. 


thet PLOT ING: In the Mid-Continent 


Ohi S 


FP) 


with four large: companies posting a price, and on 


an average striking the proper price, as you say there 
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DG) Gs We Browne 
is, if one purchaser is too low he might not be 
able to enforce his price and therefore the 
average price will be maintained. That is the 
fair average price for the four instead of but 
One will be maintained. Now is it mt a fact then 
that at thet point at least there is also competition 


in the sale of refined products? 


I think there is, without doubt. 


a2 


Certainly. So that we find then in that group 

refined products moving to the United States markets 

in competition with refined products from when 

fields, and these particular sellers of these refined 

products from the Mid-Continent can only go as low 

as the crude will let them in the price. In other 

words, they are on a business basis and they mst 

take into. consideration what they have patd for the 

crude plus the cost of refining or plus a profit. 

If any. . 

q If any, yese If conditions will permit. On the 
average they do make a profit? 

a Not in the last few years. On the average the Mid- 


Continent refiner has been in bad shape. 


Q Are you talking about the independent or the mayor 
oompanies? 

A Vell, whet did you have ih mind? 

& I am talking of the industry as a whole. 


A Yes, I say the industry as a whole in the Mid-Continent 
was seen in very bad shape for some time. 

Q Yeu say there is a direct relationship at least in 
the Mid-Gontinent between the sale price of the 
gasoline and the posted field price that they pay 
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for eruds? 
py ‘sha t I said earlier was in the aggregate over a 


reasonable period of time, and over the whole 
area there was a very definite relationship 
between the price of the finished products and 
the price of crude. 

q Yes. That is right. That is the conelusion I 


wanted you to come at. 


b> 


I stated that quite a while ago. 
That is all right. I wanted to bring out these 
differant points for the benefit of the OomMission. 


(Go to Page 9276-) 
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“hy then in Alberta here should not we take the same 
basis in arriving at our crude values in Turner Valiey? 
I think you should. That is what I have done, 

No, you have, at least my impression is, that you have 
taken mainly the price of Cutbank crude and traaslated 
it into the price for Turner Valley crude? 

The same thing is done here, absolutely. The price of 

Michigan crude versus the price of TFllinois crude 
versus the price of Mid-Continet orude versus the price 
of East Texas crude laid down at all the different 
points, That is exactly what has happened here. 

The price of crude in Montana may be affected by a 
number of considerations that wuld not apply here? 

By a number of considerations you mean a number of 
specific instances? 

Yes, specific local conditions. 

Yes, conditions at Calgary may be different then they 
are down in Montana, that is right. 

No, I mean that the price of $1.10, in fact you consider 
ed yourself, and made the remark you felt it was pretty 
low, that price of %1.10 in Cutbank, 

Well, I said I doubted if the Imperial Oil could go 
into the Cutbank field and buy an adequate amount of 
crude to keep their refinery ruming at $1.10. 

I understood you also in general to make the remark 
that the orice of Cutbank was reasonably Low? 

Now I think that T said that 31.10 is considered to be 
a reasonably low figure for evaluating the como etitive 
T did not say 41.10 was the 


balance of Tumer Valley. 


reasonably price for the crude. I said the figure of 
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~lelO was a reasonably low figure for that purvno se 
because I doubted if the Imperial Oil Company could 
get a daily delivery of 2000 barrels of crude at 
ED 

THE CHAIRMAN: Mr. Plotkins, we will 
be rising in a few minutes. If there is anything 
particular you want to ask as distinguished from 
thet, you might ask it now, 

MR. PLOTKINS: I was going to go on 
to the matter of the skimming plant but I think it 
would be better for the Dr. to study the statements 
we have prepared and that we will present before I 


examine him nn that phase, So that it wuld be better 


to wait. 
THE CHATRMAN: ALL rae ni 
MR. COMMISSIONER LIPSETT: Dr., there is one point 


I would like you to give some consideration to on the 
real relationship of the price of crude to the refinery 
price. We find, as I gather, that for the Southern 
Alberta Turner Valley crude cannot be used at more 
than 92 cents on the one hand? 

A Pardon me. 
That Turner Valley crude cannot economically compete 
in Southern Alberte at more than 92 cents? 

A IT am not aware of that. T have not made any such 
calculation myself. 

Q Tt has come before us and perhaps you would consider 
it. It was on that basis apparently that the vrice 
of 41.30 was averaged out? 


A Somebody might have had that idea Of "its That I do 
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not know, 

Q Notwithstanding that we find there is « great deal of 
Calgary gasoline going dowm to that vart of the 
province. On the other hand, we have a figure that 
for the Calgary refinery, the Calgary area, the Turner 
Valley crude prise could be $1.52. 

A Oh, I get what you mean. 

Q Yet we find although it is only $1.30 that notwithstand- 
ing that there is still a cmsiderable quantity of refineg 
products refined from Montana crude coming up and being 
marketed in this very area. It seems to me there are 
some other factors rather than that economies price of 
crude that enter into it and perhaps you would give 
some consideration to that and sive us whatever infor- 
mation and views you have about it when you do come 
baek, 

THe CHAIRMAN: 11 right. We will 


adjourn. 


( At this stage the hearing was adjourned until 


TOUSO Adve Tone Loth, (1900) 
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Statement produced by the witness 
A. I. Halverson, being a General 
Review of the marketing operations 
Of the: Imoerial Oil) Limited in 
Aipemba for che: year" LISBs 6 oe 6) ells 


Statement produced by the witness 
Aa fs Halverson, being. the Price 
Structure of the Imperial Oil 
Limited for the Province of alberta. 


Statement produced by the witness 

A- HE. Halverson, being Jobbers’ 
Prices and Sales of the Imperial Oil 
Limited for the Province of Alberta. 


Statement produced by the witness 
in o. Helverson, being’. the Sales, 
Distribution and Prices of Iubricat- 
ing Oils of the Imperial Oil Limited 
for the Province of Alberta, for the 
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ee cepa ae meen enninoneenne: semen denen 
ALLER TD ELMER MALVZaASOM, having been 
first duly sworn, examined vy Mr. Frawley, said: 
Q) Mr. dalverson, you are the director in charge of 
marketing of Imperial Oil Limitea? 
A No, I am a director with jurisdiction over western 


marketing. 


Q You are a director of the Imperial Oil and have 
jurisdiction of the marketing of all of the products 
of Imperial Oil Limited in vestern Canada? 

A Yes. 

Q Ard one of the marketing divisions of your ompany 
is the Province of Alberta? 

A Yes. 

Q And you have mme here today to »vresent the statements 
of your company to this Commission in the matter of 
marketing netroleum products? 

A Yes. 

Raat Says . Mr. Nolan, 
TO MR. NOLAN; 
Q, There is in the hends of the revorter and copies 


available for the Commissioners, the first art of 
the presentetion of Mr. Halverson, and I think I 
ought to exvlain to the Comaissioners that it falls 
into four parts, and there are, four diiferent volumes 
dealing each with a senarete part. ‘he first. one 
which the ‘‘itness ~ronoses to deal with is the 
Ceneral Review of Marketing Operations in Alberta; 


1 Tt } Ce + i + ° Al; } e 
the second is the Price Structure in Alberta; th 


first is the General Review of Morketing Operations 
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in Alberta, and secondly the Discussion of the 
Price Structure in Alberta; thirdly, Jobbers' Prices 
@id Sales in Alberta, and fourthly, Lubricating Oils 
with a special reference to the Sales, distribution 


and prices of lubri¢atine oils, 


WR. FRAULUY: “e nileht mark them all now. 
Wk. MOLAN: There wieht be something 


eet in between, and with the nermission of the 
Commissioners, we wouid ask to have marked now the 
first of these presentations entitled “General Review 


@f our Verketing Operations in Alberta". 


PARKED AS EXHIBIT 314" 
Mite Dae Ly Of course, i:r. Nolan suegests 
the only objection to ieking then ail cxhibits now is 
thet something misht intervene. On the cortrary, i 
think if we had all of these together, we would iknow 
that they are Mr. Halverson's statenents and later 
they mizht be available. 


Tie GLéT Ab es Dt) Tsitor Mrs Meanie Ose vs 


4 


He is offering then. 


KR. NOLAN: Enowing wre would not finish 


ea ss mM a = a rT pe wi re . 
by any manner of means tuis mornin’, Wwe did Tot wring 


the fourth volume with us. Wowever, that wignt be 


it Se +o be 4 } 4 £3 1} 
put in this afternoon, or if we mig:t just have the 


first one merked this momine. 
MR. NOLAN: Mr. Halverson, wouid you make a note on 


that conoy of yours that $4 is “exhibit “425 )\occause 


it might be necessary to refer to it fron time time 
=. we ‘. 


by its “Sxhibit number. 
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THE CHAIRMAN: Pe you like, Maiiiieian © 
we can put in Exhibits +315" ana "316" ana we will 
reserve the number "517" for the other one to be 
put in later? 


MR. NOLAN: Yes, we cen do that, 


4 


MR, NOLAN: You have the second and third volunes? 


A I have only the first and the second. 
MR. NOLAN: ~t think it would be less 


complicated if we could do it only one at a time. 
THE CHATRVAN: ALL orient. 

Q MR. NOLAN: Now, Mr. Halverson, if you would be good 
enough to take “xhibit 314" entitled *General Review 
efvour Marketing Operations in Alberta’ and »resent 
that in your om way to the Commissioners. The 
Commissioneis have their copies. 

THe CHATRMAN: Thank youe 


Q MR. NOLAN: All rigot, Mr. Halverson, 


A The following ¢@ata summarizes nrincipal Fhysical 
Equipment and Persovnel employed in our Direct Narketing 


tions in the Province of Alberta, as of Lecember Slst, 19358:- 


Office Buildings - Calgary and “dmonton i 
Main Stations 3 
Number Bulk Agencies aor 
Number of “arehouse Agencies 14 
Number of Comany-omned Service “tations (Land Owned) 62 


Number of Company-owned Service Ststions (Lend Lossed) ? 


Mumber of service Stations - Third rarty Leese 8 


Number of Company-owned Trucs 9 
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Number of Steel Barrels 94,680 
Management . 3 
Number of Office staff 74 
Number of Salesmen and Supervisors 17 
Number of suditors - 4 
Total Other Salaried Sployees 49 


we list on the following pages, sales of the 
principal products we marketed direct in 4lberta 


in the year 1938. 


Gcsoline 21,357 ,50lgallons 
Turner Valley “Navhtha LD D0o Ole 
Refined O11 1 eae 
Distillate 1, eco ,408 if 
Light Fuel Oil Li SOO Gey ; 
Bunker Fuel Oil * OL OCT eos 
Asphalt 2,489 ,670 
Marvelubc 654,562 i 
Other Lubrice tines Oil 349 ,877 
Grease 120 5759 2 
Number of Atlas Tires 12,324 
Number of Atlas Tubes 16 Log 
Nu ber of Atals Batteries | : 5,466 

-~ p55 ,729 


Atlas Accessories 
Practically all ‘of our, su) “liessof ii se 

Products in Alberta are shivned from tee Calrary xefinery , 

either in tank cars or by truciz. Generally speakinz, we 


then 100 niles from the 


@) 


sux-ly all noints located mor 


Celrary Refinery by Tank Car. Our Lubricating and Grease 
Requirements are orincipally surplied trom our Refinery at 


Sernia, Ontario, io Calreary and “dmonton, from which 


points sam are re-distributed. 
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Our total sales of Gasoline, Kerosene and 
Distillate - cOmuonly known as “hite Froducts - for the 


yeer 1938 - were as follows, by months: 


JeamUaery, =) 65.6% ). culy - 9.9% 
February - 2.9% Aveust ~ 10.4% 
March - 4.9% September - 13.7% 
Avril Ap iiG uly. OOtoper te LO ee 
May + 11.2%, .Movenber ~ 6.0% 
June - 10.0% December sei (tO a 


You will thus note that 68.4% of our total 
annual sales of Vhite Products are made during the six 
months ending Novenber. “Sxclusive of Calgary and 
Zamonton, the nercentage is 70.5%, 

Our distribution setup therefore in Alberta, 


must of necessity be such that we can take care of »eak 


v 


requirements, as it is urgent that during the thresh- 


ins sa.son there be no breakdown in supplies. 

Our vrincipal slants in Alberta are located 
at Calgary and Zdmonton, aA very large oortion of all 
the Luoricating Oils, Grease, Tire and Battery require- 
ments of Alberta are shipped from these two central points. 
This, of course, necessitctes adequate sarehouse facilities. 
At our rurel agencies we usuaily have a 20x50 galvanized 
warehouse for the storage of barrel and package goods, 
“here gales volume ard transportation savings warrant, we 
have generally instaliec, one or more 113x2C storage 
tanks, canecity 13,000 gallons, on sites leused to us 


from the Railways at »L0,00 per annume iy a estinated 


cost of a 20x30 zalvanized warehouse at the piesent time 


is aovroximately ~%650.00. The estimated cost of one 
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11$x20 storage tenk installed complete vith pumps , 


pipes and fittings, et cetera, is a 


oproxinately 
1,200.00, The esti cated cost of a plant consisting of 
a@ 20x50 w..rehouse end two 11*x20 storace tanks complete 
with tank car unloading rack, scales, “uuns, pices and 
fittings, et cetera, is anproximatecly vo ,244 00. 

“ith the excention of Calgary, SOM6nton , 
Lethbridge, setaskiwin and Ponoka - which we operate on 
salary - all our agencies in Alberta in.1938 were operated 
on a commission bzsis. The agent receives the following 
commission rates: 

White ) 2: »er fallon co.micsion on sales to consuzers 
f at posted tant waron price. 

Products) lg? ner ~aLlon commission on sales to dealers. 

og cer allon comission or KoODiloiys 

S5¢ ver ;allon co mission on harvelube 


i? 


5 hale 3 
) 4¢ ner sallon co‘mizsion on Folarine 
) 

Oils ) 

) 


Those are the commission rates when sold to dealers 


and double these commission rates when mld to consumers 


at list prices. 


Other Lubricat- ) 
ing Froducts 5% off 
ant Greases 


the net invoice »rice. 


The coninissiow arent is the sols agency in his 


town for the distribution of our nroducts and sells on 


Imperial invoices at nrices established from time to tine 


by the Comnany. He is resnousible for cash received, 


inventory on hand, unauthorized credits, abnormal stock 
losses, and all expenses in conection with the operation 


of the agency, excert the rentel of the site from the 


railway, taxes and maintenance ai Mie olant. Where 4 


commission agent overetes motor ecuinmment, he either buys 
A S : = 


: ; i 
rs ivy sy! % ney 


2 AAS ae i? 


Se eM Ue es 


wel Mah Pat aie 


riae ote 


‘We + th ae a a oy Wei me ae: BM A noneats 


A aie le OE, 8 


De ane as, Be 
= Miah . 


baer 


wet cna o. 4 


fhe 


bay 


Ty 


~ 9285 - 


Malverson 


Saue outricht or “e advance ur to 50% of the value 

Bi the couinne +, to be réraid in monthly instéellnents 
Within tWo vea.s. hire male do not have bulk storage 
LOY a edyven o¥oduct at a certein agency, sun lies are 
delivered by trutk fro: the Crleary ROTI NeTY (Orsi ron 
the nearest comission agency at which we have buik 


storage for such troduct. The sun lying commission agent 


on such deliveries receives a commission of 4¢ ver ealion, 


and a cartaze allowance which is usually l¢ ser «allon, 
but sometixes higher depending unon distances. Such 
deliveries =rom one acensy to another are commonly kmown 


Polo evertlon treansrers.  c ere tabling @s an xiiaig, 


GO7y =f Our stavdard Co nwission Agency 2 roement. 

.@ do not coiriany-overate any of our Service 
stations but lsease them to tenents at a basic rental of 
ig per eallon Which varics With tue tyce or ‘service 
station and ecuinment srovided, The tenant purchases 


Mus mroducius Trou us et “the sane rice as the dceker sand 


ig res-ousivle for all eper-ting expenses a: the service 


pe 


station exce-t taxes and maintenance, althouch in certain 


have assumed part of the exnense of liehting. 


» is fre. to hire his own sn and to set his own retail 


“9 table herewith as an “xhibit, standard form 
ense arrengrenent with our service station tenants. 


=xelusive of our comrany-ommed service stations, 


we sunply 700 dealers in Alberta who have undercround 


: > npumes for retailing their products. 


tanks and gasolire 


In addition v.c sup:ly 127 consumers by tunk wagon. All 


other consumers, including 693 smell dealers such as 


hardware stor:s, et cetera, buy their requirements of 


petroleu oroducts in barrels or CcaSeS.e 
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~-@ dO not loan 6€Quinment such as pumps 
and tanks to dealers in Alberta, as is the vractice 
generally in the United States, “e sell pumps and under- 
ground tanks to the dealer for a cash payment, balance in 
equal monthly installments repayable in five years. 

Steel barrels are loaned to farmers and 
Others, with the excention of shinments into renote areas 
such as the “atervays, where the barrels are charzed for 
at 3.6.00 cach, returnable for credit at the same arice 
if ly Poo.d cond ition, 

Some O11 Companies in Alverta operate only 
in selected areas, but we feel it is our resnonsibility 
to have our vroducts available for nroimot service in 
every tow in Alberta in adecuate quanti*‘ics to meet 
peak demands. This not only includes Motor Fuels and 
Lubricants for farmers and dealers, but sviation Products, 
Industrial Lubricants, fuel Oi1, et cetera, to supnly 
promptly the needs of industrial organizations in clberta, 
no matter where they may be located. 

Alberta covers an area of 248,800 square 
miles, much of which is relatively sparsely settled, but 


nevertheless, entitled to denendable service at 9Qrices 


inst then as compared with 


mM 


thet do not diseriminate a; 


more settled «reas. On the other hand, the wise 


veriations in seasonal demands adds tO Our GditTicuctics 


in reducins marketing expensss, peeause a staff and clant 


Ae ae AREA: , £ otha ao i <e care 
must be kept intact 12 months of the y sr to take 


of peak requirements eve’ though our sales during the 


. 4 als 7 
winter months are practically neglibible. 
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Smaller companies ooere ting vrinelnally within 
easy truckixs radius of Calgary do not have the sauie 
problems, T ev can more their yroduets by chartered 
trucks into dealers! under-cround storare and we assume 
can therefore very materially curtail their expenses 
during the period of low consumption, If during the 
period of peak consumption their service roves inade- 
quate, no particular enbsurrassme-t results to the consumers 
of Alberta »roviding our Company with its facilities for 
Widespread distribution is in a vosition to give uninterup- 
ted deliveries. An adequate devendable source of quality 
products of @very kind for every need always availmble 
winter or su mer et all points in Alberta, is essential 
from the standnoint of the uninterrupted oneration of 
Alberta's farms and factories and when comoering our 
Operations with those of local commnaniss catering only to 
selected areas this should be teken into consideration. 

For 12 months ending December S51, 19356, 
our totel mareting expense in our Alberta Division, 
ag taken from our Form 5-509, was as foliows: 


Total i.arketing Cost Per 


DADS Gallon 
1. Tank “fagon SO eo OO Dipae 05¢ 
@2e Trucks and Drays 4,415.71 002 
That is on the total gallonage 
of course 
3. Loaned Delivery “quinment BpOUG sok OL 
4, Barrels and Fackages 20,403.87 09 
5. Salaried Stations 104,533.19 40 
6. Commission Stetions 441,431.09 Lie? 
7, oupervision 22,4235607 O09 
8, Salesmen & District Sunper- 
visors 67,888.98 sce 
9, Service Stations 54,445.19 32 
10. Office Staff and fxpense 148,201.76 258 
11. Other fxpense which I wi 
oe aah later 209,505.95 ~ol 


Ova Lis $1,091,855 .95 4.24¢ 
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12, Tot:1 Miscclla@meous Locsus, 
such ms Ead Debts, ota. 09,164.17 020C 


fon then wo hod 

15. Totcl Miscclleneous Income ‘RLS 20S yak 0459 

146 [Otol Narketing, iepense 1,035,815.01 4.02¢ 
‘Beer tnet a doduct’ marke ting eellonagovithet isi the 
ec llonaegc shixped’ direct from th. refinery to the seustomor 
for which we nut through a credit note of 5¢ per birrel. 
It docs not go thrsugh our distribution system, 


LS, Less Expenses TW ininated } 
Gallonage ) Me vastly”, Log 


ee eum rley Werke ting “xnense 1,009,299.72 3.92¢ 
Form 5-309, from vhich the above figures are 
Geken, does not ellocate cxpenses between nroducts. 
Page eye eG Line cost per gallon above referred to, 
Our soles divisor is our total direct sales, all products 
im Alberta, but does not include "Hliminated Gallonage, 
t,o.) tetvk car siivncnts from the Refinery direct to 
customers, or sales at the Turner Valicy Oil Fields. 
And in th s connection I should mention 
that the S-309 by classification covers the Alberta 
Division; the consolidated net carnines nd vrofits on 


products cover only the refineries of alberta. Those 


are the figures to which Mr. McGr.th h s been referring, 
the Alberter figures, and are the difference of 515,120.24 
between than, which which is accounted for by sales 


expense in the North West Territories which comes under 


the Alberta Division. 
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Our marketing exvense for white products for 
the yar 1958, as per our official fovym “Consolidated 


Net Marnings and Profits on Products,” was as follows: 


Gaso Line - $.42¢ per eallon 
nerined OL) - 3,46¢ ° a 
Distillate = (29540 0 " 
Average White Products 3.38¢ * " 


In other words, our form "Consolidated 
Net Sarnings and Profits on Products,” breaks down 
marketing expense by »vroducits, whereas our Operating Form 
5-309 breaks down marke tirg expense by classifications. 
The followins comments deel in detail with expense figures 


taken srom Form S=-309: 


(Go to Page 9290) 
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Pe ooee.) Dank Wagon and Dray Expense: _ 

This includes the cost of Operating motor equipment 
which the Company owns which is principally in service in the 
Cities of Calgary and Edmonton. The cost per galion on 
deliveries made by our tank wagons is .30¢ per galion; the cost 
per gallon made on deliveries made by our stake trucks is BP fil ate 
per gallon. A good deal of money has been saved vy not operating 
compary equipment at country points. Substantial economies in 
our marketing expense have been effected by our policy of 
financing agents to buy trucks whereby the agent assumes all 
expense in connection with same. The agent can also use his 
trucking equipment for outside work to supplement his commission 
earnings at our smaller agencies and thus make it possible for 
him to make a livelihood. ‘Je have 242 commission agents in 
Alberta who own motor equipment, and therefore, in a position 
to make deliveries to dealers and farmers. As of December 31, 
1938, there was an unpaid balance on 88 trucks of $34,243.79, 
of which payments of only $120.00 were in arrears. 

3. Loaned Delivery Equipment Expense: _ 

You will note that our total expense in 1938 for 
Loaned Delivery Equipment was $2,306.41. Most of this is 
accounted for by loaned equipment to aviation Companies in 
Northern Alberta. Substantial economies in our marketing 
expense have been effected by our policy of not loaning equipment 
to dealers, but selling them instead, their underground ténks 
and pumps on terms. 

Throughout most of the United States, - conditions 
may have changed recently but over a period of 10 years the 


statement is true, equipment is loaned to dealers which 


increases marketing expense and encourages new outlets. 


Therefore, our policy in Alberta of not loaning equ-pment, has 
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has served a two-fold purpose: 

1. It has reduced marketing expense. 

é. It has discouraged unnecessary new outlets. 
4. Barrels and Package Expense: 

It is obvious in Alberta that steel barrels are 
required in immense numbers to service the farmers. 
Up to the present we have been loaning barrels to farmers. 
We intend to carry on loaning the steel barrels we now 
have so long as they do not need replacement . When 
additional barrels are needed, it is our present intention 
to sell the farmers non-returnable barrels at cost. As 
Of Dec. 51, 1938, the denreciated value of all our steel 
barrels in alberta was only 19,104.06. cur" steel 
barrels therefore, including maintenance, represent today 
avery email’ charge agcinst marketing é6éxpense. ~On fhe 
other hand, the farmer enjoys the use of thousands of these 
barrels without having been put to the expense of buying 
them. At the vresent time a 15-gauge galvanized barrel 
of 45-gallon capacity costs approximately $8,35 laid down 
at Calgary. A 15-gauge lubricating black barrel of 
45-gallon capacity,costs approximately $7.17 laid down at 
Calgary. «As we have at present 94,680 steel barrels in 
Alberta, you can readily see what a tremendous investment 
on the part of the farmers for steel barrels would be 
required if they did not have all these barrels on loan 
from us. Many of our barrels loaned farmers are being 
used by local oil companies who have thus saved themselves 
the expense of buying these barrels to carry on their 
business. 
5. Salaried Stations Expense: __ 


We operate salaried bulk stations at Calgary, 
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Edmonton, Lethbridge, “ietaskiwin and Ponoka. Our bulk 
stations at Calgary and “dmonton not Only look after the 
requirements of the Cities in question, but a major portion 
of their expense is incurred in storing lubricating oils 
and filling same into barrels and cases ready for Shipme nt 
tO all points’ in Alberta. This also axplies to shipment 
of other merchandise such as Grease, atlas Tires, Atlas 
Batteries, etc. 

During 1938 our =dmonton Plant stored, filled and 


Shipped the following products: 


lubricating Oils - Barrels Filled: 10,874) Boiss 
Other Products - i ‘ Bene (een 
Other Packages Filled: TSE a! 
Barrels Shipped: OO 
Other Packages Shipped: 42,904 


Similar data covering the Calgary Plant is as 


follows: 
Lubricating Oils - Barrels Filled: 14,162 Bbls. 
Other troducts - i " 1G oor 
Other Packages Filled: Sli s elo 
Barrels Shipped: Oi goo 
Other Packages Shipped: or hed s) chai 


Our total expense for operating £79 commission 
stations in 1938 was $441,431.09, or an average of 2.19¢ 


per gal. Of this amount, 5338,630,24 represents total 


commissions paid, or 1.68% per gallon. Commissions paid 
on White Products totalled $276,898.54, or an average of 


1.499¢ per gallon. Commissions paid on “ubricating Oils 


and Greases amounted to 346,098.69, or an average of 4.56¢ 
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per gallon. Commissions paid on Light Fuel Oil Sales 
amounted to $6,933.13, or 1.03¢ per gallon. Therefore, 
exclusive of commissions, our total expense at.adl our 
commiss.ons stations, including taxes, depreciation, 
maintenance and all direct charges of every kind, was 
102,800.85, or an average of .51¢ per gallon. 

We operate our rural agencies on commission 
because it is more economical for us to do so than to 
Operate them on salary. We cite a few typical examples 
to illustrate: 


Estimated Com- 
parable Expense 


Commnis- if Salary 
Agency Sales sions Cartage Total Operated 


Bonnyville 252,704 $2940.62 1133.35 $4073.97 4601.56 


Lacombe 140,424 2334.37 515.08 2649.45 2935.21 
Bashaw B0%59987. 1798.94 - 1798.94 2659.46 
Burdett 34,187 Th 628 - 711.28 1730.02 


*The above indicates that even at our larger 
commission agencies it is more economical to operate at 
present commission rates than to operate on Salary. 

YA 0 smaller points such as Burdett, salary operation is 
entirely out of line with our present commission costs. 
That is because our agents at these smaller points are 
mostly part-time men supplementing their commission 
earnings from other sources y/There would be an average 
reduction of .50¢ per gallon in commissions if free 
deliveries to farmers were eliminated and the agent's 
commission reduced to l¢ per gallon thereon. It is, 
however, our considered opinion - after having gone into 
the matter thoroughly - that the farmers demand free 
delivery of their products. Of course, free deliveries 


to farmers could be discontinued by legislation the 
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Same as rural mail routes could be discont:nued, but we 
are strongly of the opinion that such a policy would %e 
viewed with disfavor by most farmers. After all the 
‘ farmer is getting his products delivered at Only ul ¢pover 
the price which a»plies to undivided dealers who may 
buy from 10,000 gallons upwards in one year. Our 
commission agents in reality are retailing to farmers in 
20-gallon quantities and upwards at only 1¢ over the 
price to undivided dealers. Our commission agent would 
find it impossible to make a living on a commission of 
1g per gallon as truck equipment would then be required 
only for deliveries to dealers which the commission agent 
could not Bicerd. (bei cas he would be deprived of the 
supplementary earnings that he is at oresent making by 
doing outside work with his trucking equipment and is thus 
able to carry on with a much lower commission than he 
otherwise could «yf 
Tue prevailing rates of commission paid in 
Montana, according to our information, are as follows. 
“hite -roducts 
Up to 5 miles ~ 1¢ per “ine Gal. - or - 1.c¢g per Imp. Gal. 
Over " n 1e¢ =" war e or. -— 2@.10¢ " " i> 
These comission rates apply on deliveries to both dealers 
and farmers. You will therefore note from the above 
figures that the prevailing commission rates in liontana 
are somewhat higher than those prevailing in alberta, —<—— 
If we discontinued making free deliveries to 
farmers in Southern and Central Alberta we world lose the 
gallonage to truckers operat.ng out of Calgary who would 


continue to deliver free on main highways. Farmers who live 
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On secondary roads would be the only ones who would have to 
call at the agency for their products. 

Agents with trucks deliver oil products to the 
farmer and often take back wheat to the elevators, thus 
helping to finance the farmers during the threshing season. 
These agents’ trucks also are of very real value in 
picking up empty steel barrels from the farrers and thus 
enabling us to get the maximum turnover from our steel 
barrel equipment. 

If commissions were reduced to a point where 
we would not be able to secure commis sion agents, dealers 
would then have t supply farm business and provide adequate 
storage for which they would expect and probably Secure 
a discount equivalent to the commissions we now pay. 
Undoubtedly some comnanies trucking o it of Calgary today 
are giving the dealers a discount to go after farm 
business instead of appointing commission agents. In 
that ease the discount is not included in their marketing 
expense but comes off the price they realize. In 
other words, if we discontinued our present system of 
commission agencies and substituted instead, dealer 
distributors in each town to service the farmers, we 
would be merely transferring present commission expense 
over to a discount in prices. 

Exelusive of commissions our total direct 
expenses for operating all our commission agencies in 1938, 
amounted to $102,800.85, or as before mentioned, an 
average of .51¢ per gallon. Of this amount, 


$48,581.76 represents depreciation, and 321,663.28 


seis 
nig “at a 8 Yacbae i 


a i 
‘etal 


a | sony t 


Bice of 


ie sy 


ed ra 


enn 1 eee haiti ie ha & at Fai it # Kas O6 
ri ie " iy . ‘ pis 


Braindis @ renowe ate | ot tom # 


yt 1 te 


ia " i 


4 


4 q ih T ~ i a ’ 
Fomame J i Liow cone 


ea | ot } Yaotavione # 


Ne v Rie. ih 7 


ye 
pce ee a Oty had 
7 


» oh too 


n 4 ay ree é 7 ee at 
4 be a Ve eae coe Nege 
Eden an MAT. ie hecbel 


e 


A. E. Halverson -9296~— 


represents taxes, loaving @ balance of $32,555.81 to 
defray all other direct expenses at our 279 commission 
agencies throughout Alberta. In this connection 

would point out that the amount of 432,555.81 above 
referred to includes $12,330.38 for moving storage tanks 
to new fede iene - principally in the area north of 


Waterways - leaving a net normal direct expense of only 


fe 


$20 ,225.43.//Therefore, if we were to close one-third of 
all our commission agencies in Alberta, thooretical savings 
in depreciation, taxes and all other direct operating 
expense - exclusive of commissions - would be approximately 
$30,000 per annum. This saving would be far more than 
offset by very substantial increased transportation costs 
as we will deal with later.” 

Depreciated value of plant and equipment at 280 
agencies inAlberta as of December 31, 1938, amounted to 
$292,033.77; or an average of $1,042.98 per agency. 

For this investment the Company not only provides unfailing 
service in every part of the Province, but also very 
materially reduces the transportation expense it otherwise 
would have to bear. The average rural retail dealer 
throughout Alberta has usually underground tankage of either 
250 or 500 gallons capacity for one or two grades of 
Gasoline. In some cases he has underground storage of 
1000 gals., capacity for the principal selling grade of 
Gasoline. I. any event, his underground tankage is not 
generally sufficient to take care of farmer requirements. 
tiderceo! to supplant our present system of distribution 
with underground tankage of sufficient capacity to meet 


requirements during the peak season would mean a new capital 


ra eT j 
bi Pee 


aatieor Penny nae 


n 


; 


ity Neary Anos eae 7 


ey 


iis v3 ve “es i a 


i, ig 


Hi hs tp 
vir 1 be: 
" Oe KO, 


aa) 


s) ettegroatts 


ey 
hi z re 


W 
4 He ie pit a gf 


is Ge Ke 5 lide 


ov a i pel 


Hh it Mil 


in 


ane on i 


Aa Tes helLverson. ~9297~- 


expenditure in excess of depreciated value of Our present 
plant, with the -rave danger that deliveries during the 
peak requirements - especially if aggravated by bad road 
conditions - would be totally unequal to the demand. 
It is impossible to estimate what the loss in dollars to 
the farmers of alberta would be if their threshing could 
not be completed before the rainy or winter season set 
in on account of a breakdown in fuel sunplies. 

LF txolusive of main plants, we operated 267 bulk 
agencies as of Dec. 31, 1938. Our information is that 
at 129 of these agencies we have no competitor with above 
ground storage; at 79 points we have only one competitor 
with above ground storave; at 32 points we have 2 
competitors witn above ground storage. In other words, 
we operate only 27 commission agencies in alberta where 
we have more than 2 oompetitors with above ground storage. 
We have not taken into consideration competitive agencies 
with undersround storage as in most cases these are in 
reality, dealers with inadequate tankage to mect harvest 
requirements if located any distance fron the Calgary 
Refinery. Undoubtedly the impression that there is over- 
duplication of bulk distribution facilities is caused 
by wrongly assuming that the situation that exists at 
central distributing points such as Lethbridge, Camrose, 
Red Deer, etc., prevails at all other towns throughout 
Alberta, which, of course, is not the cése as the above 
figures reveal. 

We have made a detailed study of what savings 

could be effected by closing our smailer agencies. With 


the exception of those located within convenient trucking 
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radius of the Calgary Refinery, our study indicates that 
savings would be offset by increased transportation 
costs. If we close such agencies we would then have to 
Supnly their requirements by truck from the nearest 
agency where the product in question was carried in bulk. 
The averege cost for so doing vould be 1/2¢ ner gallon 
interstation commission plus ly cartage, or a total added 
transportation cost of 14¢ per gallon. We will cite a 
few examples to illustrate: 

Our total sales of White Froducts at Therien 
amounted to 26,900 gallons in 1928. Total direct 
expense for rentals, taxes, depreciation, maintenance, 
was $134.67. If we closed this agency it would have to 
be supplied by truck from St. Paul at an interstation 
transfer expense of 14¢ per allon, or $213,32, or an 
increased expense of 478.65. iy 

Our total sales of “hite Products at ree 
amounted to 45,116 gallons; total direct expense exclusive 
commissions, was ‘294.41. If the agency at Mirror was 
closed it would have to be supplied by truck from Bashaw 
at a total interstetion transfer cost of $495.68, or an 
increased expense of $201.27. 

Our gales at Innisfree for 1938 were 61,514 
gallons. The savings in direct expense exclusive 
commissions, by closing this station of $256.21, would be 
offset by interstation transportation expense of $792.55, 
or an increase in expenses of {526.34. 

Our gales at 3edgewick wee 90,048 gallons. 


The savings in direct expense exclusive commissions, 
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A. ~:. Halverson. 
by closing this station of $366.18, would be offset by 
interstation transportation expense of $1186.74, or an 
increase in expense of $820.56 per annum. 

The direct expense - exclusive of commissions - 
for 1938 of $102,800.85 at our 279 commission agencies 
averaged $368.00 per commissi-n agenoy. In other words, 
increased interstation transportation costs of 14¢ per 
gallon on only 24,533 gals., would offset the average 
direct expense above referred to,“ However, the wbove 
comparison of savings to he mee Wa direct expense by closing 
commission stations as against extra costs incurred for 
transportation, is not the wrole picture by any means 
because in most cases we would have to provide underground 
tankage facilities in the town where we closed the agency 
unless the dealer did so at his own expense, and in either 
case he would demand and undoubtedly secure a discount 
to look after farm sales equivalent to present commission 
rates. “7 

a Even within reasonable trucking distanee of 
Calgary there are many factors to be considered in wi th- 
drawing from our present sites on the railway and moving 
downtown. At some noints within reasonable trucking 
radius of Calgary Refinery we have already transferred 
our 114x20 storage tanks to points where trucking is 
not feasible. Therefore, our plant at these points 
in many cases is now only a 20x60 warehouse. ye are 
trucking in barrel quantities direct from our Calgary 
Refinery to these 20x30 warehouses which, of course, is 
more economical than go-ng to the expense of putting in 
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an understanding with the Railways will shortly have to 

be arrived at in this regard, because if trucking to these 
20x50 warehouses located on railway property is prohibited, 
then we will have no alternative but to secure facilities 
downtown. Before rushing into such a move there are many 
factors to be considered such as cost of property down 
town, taxes thereon, cost of adequate underground storage, 
fire regulations and possible future regulations covering 
transport by truck. 

As before mentioned, our total depreciated value 
on all bulk plants and equipment operated by our commission 
agents as of Dec. 31,1938, was only $292,033.77, or an 
average of $1,042.98 per agency. It is obvious that 
with such a low depreciated value in bulk stations it 
would be inadvisable to scrap our present plan for some 
other system of distribution that would entail a large 
new capital expenditure Without corresponding savings 
to warrant same. 

We have considered central distributing points 
Such as Camrose, etc. It is, however, more economical 
to distribute direct to destination rather than to a 
central point and to re-distribute from there. For 
instance, the tank car rate from Calgary to Camrose is 
3.12¢ per gallon as compared with 3.28¢ per gallon to 
Daysland, or a difference of .16¢ per gallon. To Tofield 
the rate is 3.287, or .16¥ per gallon over Camrose. 
Obviously, trucking from Camrose in competition with these 


differentials on through freights from Calgary is out of 


the question. 


le have been for some time making a very detailed 


ap 


‘ vi en i fe oat. 


re ae 


* 


Faaga ate 


sa ae were 


sacra 
a) ae ts se Hiss 
88 80. 6 


pe 


ajowr gan Woks 


# wostt is Bd 


re 


png sstacityen of 


. bo 


saa 


A. &. Halverson. -9301 - 


study of our bulk station setup in ‘Yest-rn Canada, but 

must keep in mind that if the Railways should decide to 
reduce their rates in order to meet trucking competition, 
it would alter the picture very materially. at points 

now supplied from Cal cary by truck we can release a certain 
number of 11x20 storage tanks for transfer to points 

where rail shipment is the most economical method of 
distrubution. To illustrate we will cite two examples: 

Our existing one 113x20 storage tank at Irracana 
can be transferred to Bonnyville for the storage of Esso 
at that point at a moving expense installed of $295.00 
and would enasle us to make an estimated transportation 
saving at Bonnyville of $395.50 per annum. 

OQyr one 11$x20 storage tank at Langdon could 
be transferred to Faust for the storage of 3 Star Gasoline 
at an estimated moving expense of $285.50, with an 
estimated annual transportation saving at that point 
of $372.50. 

There are other points in Northern Alberta to 
which such tankage could be transferred where the annual 
savings would more than pay for the moving expense 
installed, within one year. Cur 11x20 storage tankage 
in the field has also enabled our Calgary Refinery to ship 
in requirements in advance of the peak demand and thereby 
reduce investment in tank cars and tankage at the Refinery. 
We contend, therefore, that we do not have any unnecessary 
investment in bulk plants in Alberta as any tankage 
released in the Calgary area by virtue of truck-ng direct 
into underground tankage can be transferred to other 


points in Northern Alberta where tankage would be warranted 


by savings in transportation. 
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Until January 1, 1937, we operated two 
divisions in Alberta - one division for Southern Alberta 
with Calgary as head office, and one @ivision for Northern 
Alberta with Edmonton as head office. 

On January 1st, 1938, we consolidated both 
these divisions into one Alherta Division with head office 
at Edmonton. We reduced the supervisory staff to one 
Manager and two Assistant Managers for all of Alberta 
which is certainly the minimum to properly supervise our 
business. Under Supervision is included travelling 
expense, etc., for our Management. 

8. salesmen and District Supervisors" Expense: _ 

The duties of salesmen include appointing 
agents and properly educating and supervising them in the 
conduct of our business. They also solicit dealers and 
large consumer accounts for the various products we handle, 
including Atlas Tires, Battcries and Accessories. They 
also supervise our service stations as well as solicit 
business from wholesale accounts and industrial accounts 
throughout the Province. They ulso assist our Auditors in 
auditing stations during the rush periods, and in general, 
are kept very busy on what we consider necessary work. 

A substantial portion of the salesman's 
expense is travelling expense, as to set around the territory 
with dispatch, they operate automobiles which are company- 
financed. ‘Ye advance the salesman up to $600.00 for the 
purchase of his automobile, repayable in 24 equal monthly 
installments. Mie salesman pays all expenses in 
connection with same for which he receives a mileage 


allowance of 6¢ per mile in the Cities of Calgary am 
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Hdmonton, and 8% per mile on rural territories. 

The title "Salesman" is misleading because 
in reality a large portion of the salesman's time is 
taken up in supervising our avencies and therefore, recently 
we changed their title from that of "Salesman" to that of 
"District Supervisor." It would be obviously impossible 
to carry on our business efficiently throughout Alberta 
without adequate supervision of our agencies. 
9. Service Station Expense: | 

Our total sales at all our service stations 


in Alberta for the year 1938, were as follows: 


Gasoline ~ . 8,3897,531 gallons 
Motor Oils - ges fae ow At 
Greases - 8,942 " 

No. Tires ~ roe sie he, 

No. Tubes = b,O78 

No. Batteries - 1,204 
Accessories - $17,084. 


Our sales of Gasoline, by grades, were as follows: 


Esso - 35% 
Imperial 3 Star Gasoline - 54%, 
Tiaird Grade Gasoline - 11% 


In 1938 our total direct operating expense 
against our service stations was $54,445.19, or 1.55¢ 
per gallon as compared with direct charges of 2.19¢ per 
gallon at our commission stations. Ye collected rentals 


from the tenants of our service stations in the amount 


of $2,290.76 in excess of all direct operating expense, 


exclusive of depreciation and taxes. 
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Our sérvice stations were erected as an outlet 
for our products, the same as our bulk stations, and we 
obviously do not expect them to market our products without 
some operating expense. It is sometimes erroneously assumed 
that all operating expense in connection with service 
stations is 4 charge against gasoline. aA substantial 
portion of our service station investment in buildinzs 
and equipment as well as carrying expense thereon, are 
Torwo.. ang) 2reasing LTacilities for, the sale of,our 
lubricants and greases, and also proper facilities for the 
Sale of our tires, batteries and accessories. Therefore, 
it is only reasonable that service stations operating 
expense should be credited with profits on products that 


we sell other than gasoline. 


(Page 9305 follows.) 
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On the other hand, if the 
tenants did not have proper facilities for lubricating 
and greasing services and for sales of auxiliary lines 
such as tires, batteries etc., they could not provide 
adequate service nor make a livelihood at the retail 
margins at present obtaining in Edmonton and Calgary. The 


motorists in the larger centres demand modern and con~ 


plete service and do not want to buy their requirements 


from a curb pump or have to drive inside a garage. If we 
had not been prepared to give the motorist in the larger 
centres the kina of service he demands, other oil companies 
would have done so ang we would have lost by now practical~ 
ly all our business in the larger centres. 

We operate to give satisfact- 
ory service in all parta of Alberta, but until we built our 
service stations we were particularly vulnerable to compet- 
ition in the main centres. The reason for this is that con- 
petition usually picks out the largest markets and makes an 
effort to get distribution by offering special inducements 
to the larger dealers Ae these main centres.- These induce- 
ments are various such as buying motor equipment from the 
dealer in question - storing and yepairing their trucks and 
automobiles at certain garages whose business they hope to 
obtain ~ loaned equipment - and many other special lease 
or price arrangements which results in the dealer buying 


at a preferred price which he does not pass on to the con- 


sumer. 
at our service stations, how- 


ever, we receive the undivided dealer's price, and therefore 
any operating expense is to a large extent offset by saving 


special concessions and expenses that otherwise would have 
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been necessary to hold the dealer gallonage in those main 
centres. Other compensating credits are lower delivery 
costs by tank wagon, better credit control, less sales 
solicitation and better merchandising. 

For the reasons above out- 
lined, our percentage of the dealer gallonage in Cities 
such as Calgary and kdmonton is relatively small as is in- 
dicated by the following figures covering our salea of 


gasoline for the year 1938: 


Calgary City: 


(a) Service Stations 1,499,499 gallons 
(b) Our Sales to Dealers 169,190 gallons 
(c) Our Sales to other Consumers __ 191,626 gallons 
(a) Total: 1,860,265 gallons 


Edmonton City: 
(a) Our Sales to Service 


stations 1,278,891 gallons 
(b) Our Sales to Dealers 380,913 gallons 


(c) Our Seles to other Consumers 132,789 gallons 
(d) Total: 1,792,096 gallons 
It is quite evident, from the 

above figures, that if we closed any substantial percentage of 
our service stations at Calgary and Ldmonton we would take a 
heavy loss in sales which would actually raise our cost per 
gallon for doing business in the Cities jn question, because 
ovevall operating charges coulda not be correspondingly re- 
duced. For instance, a saving of 10% in direct service 
station expense when accompanied by 4 loss of 10% in sales, 
results in a higher cost per gallon for doing business be- 


Cause general expense would then have to be applied to a 


smaller gallonage. Besides, if there is any profit in the 


sales of gasoline, lubricants, tires, greases, etc., we 


would also sacrifice such profits. This is something we are 
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forced to keep continually in mind when contemplating 
closing any existing service stations or bulk stations, 
because any ill-considered Changes on a substantial 
scale in our present method of distribution Might readily 
result in higher marketing cost per gallon, whereas our 
continual objective is ways and means of operating at a 
lower cost per gallon. 

As of December 31, 1938, 
we had in Alberta, 51 service station locations on which 
we have not built. Fifteen of these sites are located in 
Calgary; ten in Edmonton, and six at other points. Our 
total investment in these sites is ¢2603,111.48, and I might 
mention that 10 of them we acquired from the Regal Oil Com- 
pany. we are not including this investment in our total 
Gapital employed in marketing operations in Alberta on 
which we are entitled to expect a return. 

Our total carrying charges in 
1968 on these properties were: For taxes 8,589.49; for 
maintenance $876.59, which less revenue of ¢5,077.56 re- 
ceived in the way of rentals, leaves a net expense on these 
properties of $4,188.72, for the year ending Decenber OL} 
1938. Our viewpoint is that this net expense of 4,188.72 
is not an expense that should be charged to Alberta narket= 
ing. We consider these unuged properties as an investment, 
the same as the purchase of bonds, which in no way should 


enter into our Alberta operating picture insofar as invest- 


ment and expenses are concerned. in other words, the con~ 


sumers of Alberta are in no way paying for these unused pro- 


perties, but on the other hand, the liunicipalities in 
question are the recipients of taxes promptly paid and the 


original owners of the property have no doubt by this time, 
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re~invesated or spent the purchase price within the 
Province of Alberta. 

| Subsequent to the purchase 
of these properties, we took over the kegal Distributors 
on a merchandise account and acquired in this transaction 
64 service stations, 4 of which have been closed; 1 
leased to the iijaple Leaf Petroleum, Limited, and the other 
19 are now being operated by our tenants. 

Since January 1, 1982, our 
company has only built 3 service stations in Alberta and 
during @ similar period we have closed 6 service stations. 

Service stations are usually 
attractively painted and are located on corner sites and 
therefore very conspicuous. They must of necessity be lo- 
cated usually on main thoroughfares. The above undoubtedly 
oereates the impression that the duplication of service 
Btations i8 much worse than it really is because for in- 
stance the cluster of service stations on a main street 
such a8 Jasper west, Edmonton, is not at all typical of the 
Cities of Calgary and Hdmonton as a whole, or of the Pro- 
vince. For instance, beyond Jasper Avenue and 124th Street, 
there are practically no service stations, although a very 
substantial portion of the motorists in Hdmonton live either 
Weet or North of this intersection. However, in going to and 
oe downtown Edmonton, the motorists use Japser West as their 
thoroughfore and for that reason service stations located in 


this vicinity can cater to a much wider clientele than if 


located on less important thoroughfares. 
Our total direct operating 


expense for 1938 for all our service stations in Alberta of 


454,445.19 was equivalent to -clg per gallon on our direct 
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sales of White Products. In other words, if we elimin- 
ated all our service stations in élberta ana held all the 
gallonage they now market, an impossible assumption, the 
reduction in marketing costs would only be approximately 
1/5 cents per gallon and not several cents per gallon as 
is sometines assumed. If we closed one-third of all our 
service stations in Alberta it would only mean a reduct- 
jon in marketing expense of approximately «18,000.00, or 
-O7¢ per gallon on our Jhite Products sales. However, 
this saving would not materialize because in closing one~ 
third of our service stations we would lose very substan- 
tial gallonage. 

It is obvious that the price 
at which we can sell our products depends on our total cost 
of doing business in Alberta, which includes cost of raw 
materials, cost of nanufacturing, transportation costs and 
marketing expense. If service station expense were entirely 
eliminated it would only reduce our total costs for doing 
business in Albexta by .91% and is therefore, contrary to 
popular belief, a very small factor in the total costs that 
determine the prices at which we cam sell our products. 

10. Office Staff lixpense: 
Our purpose in consolidating 


the bdmonton and Calgary Divisions into one Division as of 


January lst, 1937, was to reduce office expense. We have 


endeavoured to simplify our system of accounting and cut 


down on office expense in every way possible short of red- 


ucing salaries. For instance, our commission agents are 


only being requested to mail us regularly, one report, 


mamely, 8-215 Cash Reporte There are other reports occas- 


fonally required such as Form "8-172 Sub-Station Orders; 
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S-110 Tank Car Unloadihg Record. From tine to time we 
may request special reports on collections, but ie Cash 
Report is the only report sent us daily or weekly accord~ 
ing to the size of the agency. ie have also cut down 
Btatistics to those we consider absolutely essential in 
the intelligent guidance of our business, and therefore, 
a great deal of extra work had to be done in compiling 


data for this Royal Commission. 


ll. Other ixpense: 

Other Expense is expense that 
does not come under any of the classifications already ref- 
erred to. Under this heading come expenses such aps, 


1 Excha nge 6. 6D 625 
b) Legal Expense 5,422.72 


y2e000.00 of this amount was incurred 
in connection with collections. 


(oc) Employees!’ Annuities 4,154.35 
i8) Death Benefits BD BVO he 
6) Group Life Insurance EAS PeLs 
(f) Licenses 7,186.84 


Of this amount $7106.84 was for Fuel 
Oil License paid to the Province of 
Alberta. 


(g) Taxes 13,107.80 


Of this amount $8389.24 was for taxes 
on unused service station properties. 


(h) Dealers’ Expense Other 
than Rentals 8,473.07 


We itemize this expense as follows: 


Painting Dealers' Equipment & Premises: $4,601.30 


Maintenance of Dealers' Lquipment: 1,686.22 
Supplies: Ut 1,256.40 
iixpense on Dealers' Identification 

Signs 645.06 
Miscellaneous: 283 .99 


TOTAL: $8,473.07 
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On our total direst gas- 
Oline sales in alberta for the year 1928, this dealer 
expense is equivalent to .046¢ per gallon, or less than 
1/20th of a cent per gallon. 
(4 


kents Paid on Other than Service 
Station Properties: $12,970.91 


Of this amount, we paid rentals on dealers? prem~ 
ises as follows: 


On 9 Third Party Leases: "7,745.00 
On 8 Cross Leases: 2,746.66 
TOTAL: 410,491.66 


AS against the above rentals paid, we received 
rentals in 1938 as follows: 


On Third Party Leases: 5,519.00 


On Uross Leases: 1,380.00 
TOTAL: $6,899.00 


The difference between rentals paid and rentals 
received was therefore $5,582.66. 


A Third Party Lease is where we lease the prem 


ises from a dealer and then re-lease same to some- 
one else. 


& Cross Lease is where we lease the premises from 


ee ee 


a dealer ana then lease same back to him. 


Our sales in 1958 in Alberta 
to the dealers in question amounted to 485,802 gallons of 
gasoline. The net rental absorbed of $3,582.66 was there- 
fore equivalent to -74 cents per gallon. On our total 
direct sales of gasoline for Alberta it was equivalent to 
leas than 1/50th cent per gallon. To summarize, our total 


expense for 1988 in connection with dealers' premises was 


as follows: 


Painting, Maintenance & Supplies: na ae ae 
t H t : e 
Loaned Equipmen 5592.66 


Rentals Absorbed: 
TOTAL: G14 ,362.04 
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This is equivalent to 
-O73¢ or approximately 1/l4th¢ per gallon on our total 
direct gasoline sales in Alberta and indicates the sanell 
savings that would be accomplished by regalations. In 
addition to the ubove there is ~lé,404.42 as ahove ref~ 
erred to, covering depreciation on Identification Signs. 
These signs are made of porcelain and are sood for many 
years tc come and will soon be fully depreciated so that 
at that time they will cease to be an expense against 
marketing. However, we feel these signs have been well 
worth the expense from the standpoint of cementing our 
relations with the dealer, creating in him a pride in our 
products and identifying his place to the publie as a 


place where Imperial quality products can be purchased. 


(j) Advertising $56,345.19 


This amount is made up as follows; 


Kadio y9,176.60 
50/50 Dealer Advertising 6,102.09 
Newspapers 4,076.89 
Posters and Banners 3,489.11 
Printed isatter 2,208 69 
Neon 1,422.40 
Tourist Bureau and laps 1,417.77 
iwiotion Picture 1,182.40 
Magazines 981.9) 
Portfolios 1,584.00 
Programs and Donations 596 .58 

308 .67 


Display Racks . 
Imperial Dealer iiagazine 1,826..99 


Station and Dealer Signs 746 «60 
New Car Owner Campaign 699-57 
isiscelLlaneous 865.98 

TOTAL: > 66,545.19 


Advertising is a contro- 
versial subject, but the most successful businesses in 
North America and Great Britian have come to the conclusion 


that judicious advertising 1s money well spent from the 
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standpoint of increasing sales or at least maintaining 
them, Increased salos that flow fram public acceptance 
of our quality products due to judicious advertising, 
should assist us to reduce our marketing costs per gal- 
lon instead of the reverse. Our advertising expenditure 
for 1968 was equal to approximately one-half of 1% of our 
direct sales receipts and therefore it is evident tht a 
very small decrease in sales receipts due to lack of con 
sumer demand for our products would more than offset our 
advertising expconditures. 


(k) General Administration {86 , 768.66 


General Administration 
covers all head office expense such as, Executive Offices, 
General Sales Department, Treasurer's Office, Purchasing 
Department, Traffic Department , Safety Department, Tax De~ 
partment, Legal Denartment, Secretary's Department, An- 
nuities and Benefits Department, Technical Service Depart~ 
ment, etc. These charges are allocated against each Prov- 
ince on the basis of direct gallonage, and Alberta for that 
reason does not bear an undue share- If all the functions 
performed by the highly trained personnel under General 
Administration were to be performed by Executives and staff 


located in Alberta, it would undoubtedly increase cost per 


gallon for these very necessary services. 


1é. @otal wiscellaneous Losses: + $59,164.17 


The principal items under this sum are, 
$16,342.02 


I 


Bad Deovts Written Ones 


Bad Debt Reserve: = eeetrieis 
Cash Discounts: 2 = an ven 
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13. Fotal Miscellaneous Income: = 115,205.11 


This ineludes items suon as 
Bad Debts written off but subsequently collected, of 
$47,166.83; Rentals Received from other than our Bee 
stations, of $25,200.65; Commissions Collected, etc. 

Our total direct marketing 
expense referred to up to this point, does not include 
Evaporation Losses, Seles Tax or Transportation Charges. 
We will therefore, deal with these three classifications 


briefly: 


EVAPORATION LOSSES: Our evaporation losses incurred in 
the direct marketing of White Products for the year 1928 


were .ll cents per gallon, 


DALLES TAX: The total sales tax paid in 1988 on 
productrk we marketed direct totalled $248,537.89. On 
White Products it amounted to .74 cents per gallon. This 


is a charge over which we have no control. 


TRANSPORTATION CHARGES: In 1958 our transportation charges 
on direst sales in 4lberta amounted to 1,279,719.27, as 
compared with our total marketing expense of ¢1,021,694.80. 
AS previously pointed ovt in this statement, our transpor- 
tation expense in 1938 would have been substantially higher 
than the above figure had we not been able to move a very 


large percentage of our products direct to destination in 


tank car quantities. 
Our total expenditures in con- 


nection with our direct sales in Alberta for the year 1988 


totalled §6,010,551.91 made up as follows: 


a =s ; 
_ le ae a 
of P 
: es ; er 
aye ¥ 
re] 
is 
; ~ 
: a eat 
My es 
pan ; 
4 
- ; 


a4 
ris 
es 


: » 
ost x : : : 
; 3 <a 
Ne io.” ; “ 
tf . : 
~ Bh 
; = 7 
‘ 
a i So 
y E, ‘ ; 
‘ he , 
i 
“4% < 
a 
52 5 \ 
a peuw 
® 
i a 
= - ‘ 
=," = 
a 
; i 
5 ‘ 
= € 2 
= Pooe ar : ae 
= <_~ Yd 
\ x oa é ts, o-/ 
“ ae r 
“ pt Can a a 
ot aon . - = 


A-H.Halverson 


Cz 
id, 


Cost of crude and Raw Material ¢2,642,847.13 43.97% 


Freight L279 ViOeOe) aimee 
Sales Tax 248,527.89 4.14 
Mianufacturing Expense 653,528.83 10.87 
Marketing Expense 1,021,694.80 17.00 
Income Tax 164,228.99) 2.75 


Principal marketing items as 
taken from our Form §-309 for the Alberta Division for the 
year 1948 represent the following percentages of the total 


expenditures of §6,010,551.91 above referred to: 


Motor Bquipment g 17,716.04 29% 
Barrels and Packages 26,405.87 039 
Salaried Stations 104 535.19 “hata 
Commission Stations 441 ,461.09 7 04 
Supervision and Salesmen TO OME oo eOU 
Service Stations 54,445.19 091 
Office 148,205.76 9) eae 
Other ixpense 141,651.11 £456 


Ag mentioned before in this 
statement the price at which we can sell our products in 
Alberta depends on our total cost of doing business which 


includes cost of raw materials, manufacturing, transpor~ 


tation and marketing expensee You will note from the above 


that our total marketing expense on direct sales in Alberta 
only constitutes 175) of our overall cost. We are attaching 
herewith chart in this connection, which is self-explanatory. 


This, therefore, concludes a 


review of our marketing operations in Alberta, particularly 


as they relate to marketing expense. In 1937 we reduced our 


marketing cost, as per Form 8-309, -85 cents per gallon. 
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Again in 1968 we showed a further reduction in marketing 
expense of .62 cents per gallon. | 
4@ are convinced that no 
radical departure from our present system of distribution 
is workable and if attempted, may defeat the very ends it 
attempts to serve. we do not take the position that fur- 
ther savings are impossible. ‘Ve feel confident, however, 
that no marketing savings can be effected, with or without 
Government regulations, of such a substantial nature that 
it will enable us to reduce prices to a larger extent than 
we otherwise could in the normel unhampered conduct of our 
business. With increasing competition due to development 
of the Turner Valley Oil Fields, it obviously is a matter 
of self-preservation for us to continue our efforts to rew 
duce our marketing expense so that we may on the one hand 
secure a fair return on our capital employed, and on the 
other, reduce prices to a point where we can maintain our 


position against any and all competitors no matter what their 


methods of distribution may be. 
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NOTB: Attached to and forming part of the above 
statement of this witness were the following documents, 


which are included here to avoid extending them as sep- 
arate ixhibits: 
AGENTS" COimusTS SION AGRishw. i NT 


IT hereby agree to act as agent for Imperial Oil 


Binited, “at to receive and unload into ware- 
> ae. 


house and distribute their petroleum and other products, 
and te account for same as required by Imperial Oil, Limited. 


I also agree to look after the general welfare of their bus- 


iness for, and in consideration of the following commission: 
28 
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Ll. WHITE PRODUCTS: 
To all dealers and Grain Companies, 
all methods of delivery. 
l¢ pex gallon. 


To all farmers and consumers sold at 
posted tank wagon price, 
2¢ per gallon. 


Inter-station commission 1/2¢ per 
gallon. 


2e AUTOMOTIVE OILS: 


Dealers and Industrial Farmers and Others at Open 
Accounts Under Contract iiarket Prices 
Marvelube ~ O5¢ per gal. Warvelube - 10¢ per gal. 
Polarine maa PolaYrineics( (8¢ os : 
MobdLloil We OM : LOOT Ol Ki) cn aes : 


3. OTHER LUB'G: OILS INGLUDING TRANSHISSION OILS, 
GRMASES AND SPECIALITIES: 


- 5% off the net invoice 
price. 


Commission commences on Invoice §223 Noe Tank Wagon §207 No. 


In consideration of the above commissions, agent is to 
apsume all expense in connection with the unloading of cars, 
handling full and empty barrels, and no further allowance will 
be made for cartage of any kind. Unloading tank cars, handling 
eapty barrels , etc., etc. 

It is understood and agreed that with the exception of 


those customers shown on the list of credit customers ap~ 


proved by office, all sales are to be for 


cash and the agent will be held personally responsible for 
any credit sales other than those sientioned abovee He will 
also he responsible for credit sales to any customers for 
whom a "stop order" has been signed by hin, until such times 
as a "lift order” is received.agent will not be entitled to 
or receive commission on unauthorized credit deliveries. No 


commission will be allowed on charges to agents for stock 


shortages. 
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% is hereby expressly understood anda agreed timt the 
said agent shall be a trustee for Imperial Oil, Limited, 
for all monies including cash, cheques, promissory notes, 
stocks, bonds, mortgages, debentures and goods, or of any~- 
thing of value whatsoever received by the said agent for or 
On account of Imperial Oil, Limited, under the contract, 
and thas all such monies, including cash, cheques, promis- 
Bory notes, stocks, bonds, debenturcs, mortgages, or any- 
thing of valve whatsoever, received by the said agent for 
or on account of sales made for Imperial O11, Limited, under 
this contract shall be deposited within _ days to the 
Gredit of Imperial Oil, Limited, at the Bank of 


are 


at or at a Bank to be designated by Imperial Oil 


eS ce a, 


Limited. 
And without in any way limiting the generality of the 
foregoing, it is also further understood and agreed that 
the agent is, without exception, responsible as trustee for 
all stceck and equipment shipped to him or received by hin. 
The civil liability of the agent for stock shortage sll be 
computed at the list prices prevailing at the agency at the 
time the shortage is discovered. It is further understood and 
agreed that the agent shall not purchase any of such stock 
from Imperial Oil, Limited, without its written consent, un- 
less the agent shall before taking or removing the goods pro=- 
posed to be purchased out of the company’s stock, make out 
the usval cash sale invoice to himself and deposit the fas 
purchases price in the bank designated by Imperial Oil,Limited. 
And without limiting the generality of the foregoing, 


agent further agrees that he is directly personally respon- 


sible for: 


: FOR & See 


eet “is c 


Uatecie  ot yieeedh mika 8 ye aaNP tes pHmRaey maeial 


pines, BED b. 


PERE A ee > 


vt iyi toue On: 


baw 


tp b tee f 


A.H.-Halverson 


Cé 
15 


(a) 


The furnishing of small tools, such as saws, hammers, 
pliers, etc. 

For repairs covering reasonable wear and tear and 
damage, excepting only fire, lightning and tempest. 

To see that the premises are kept in a clean and order- 
ly condition at all times. 

All drums in stock or in the hands of customers at 
his agency, and that he will obtain the signature of 
customers for all drums delivered to or returned by 
them and that he will keep a correct record of such 
transactions verified by customers’ signatures and 
that he wiil collect wha. empty all drums outstanding 
in his territory. 

And without in any way limiting the generality of 
the foregoing, Imperial Oil, Limited,, may deduct any 
and all losses occasioned by a breach of this agree 
ment from any commissions due or subsequently accru- 
ing due to said agent, who hereby constitutes and ap- 
points the said Imperial Oil, Limited, his attorney 
to make such deduction. 

The agent further covenants and agrees with the 
company that he is fully aware of all dangers and risks 
of every nature and description arising either directly 
or indirectly from or in connection with the perfor-= 
mance of this agreement, and in consideration of the 
company entering into this agreement and as a condition 
thereof, he, the agent, hereby voluntarily agrees to 
encounter all such dangers and risks and to assume full 
responsibility for the consequences thereof, and he, 
the agent, hereby absolves the company from all claims 


for damage of any nature whatsoever arising therefron, 
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whether in performance of his duties under this agree- 
ment or otherwise, and hereby waives and relinquishes 
all claims or causes of action whatsoever in respect 
thereof. 
THIS AGRELMUNT may be terminated by one week's 
notice by either party. 
IMPERIAL OIL LIMITED 
Per 
MRT aT ee 
age 
Countersigned: Single 
MARRIED 
Manager didower 


| 


British Subject or Alien 


Protestant or 
Roman Gatholic 


This AGREEMENT is not valid unless countersigned by the 


Manager or Assistant iianeger. 


THIS CANCELS ALL PREVIOUS sGREENTS 


LEASE 


THIS INDENTURE made the NY day of 


one thousand nipe hundred and IN PURSUANCE OF THE 


SHORT FORMS OF LASS ACT: 


IMPERIAL OIL LIGITED,a corporate body having its 
head office at the City of Sarnia, in the County 
of Lambton,hereinafter called the Lessor; 


OF TH FIRST Part: 
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~ AND + 


hereinafter called the Lessee: 


OF THE SECOND PART. 


WITNSZSSETH, that in consideration of the rents, covenants 
and agreements hereinafter reserved and contained on the part 
of the Lesses, the Lessor Goth demise and LEASE unto the 
Lessee, sudject to the conditions hereunto annexed and forn- 
ing part hereof and evidenced by the signature of the Lessee, 
and of the terms and conditions of the Lease, if any, under 
which the Lessor now holds: 


ALL THAT 


TO HAVE AND TO HOLD the said demised premises for and 


_to be computed from the 


LO RS I er VS MERE 


during the term of _ 
day of __._ and from thenceforth next ensuing and fully 
to be complete and ended. 

YIELDING AND PAYING therefor yearly and every year, durig 
the said term unto the said Lessor, its successors and as= 
signs;, the sum of CCpayable on the following days 


and times, that is to say: 


the iitet of such payments to become due and be made on the 


dav CR CSE, Qian ether 


Should the Lessor make any additions or impr ovenen ts to 
the buildings, plant and equipment in or upon the sald prem~ 
ises. the Lessee's annual rent shall be increased by an amount 

; | 


equal to ten per centum of the cost of such increase from the 
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date on which the said cost shall be notified to the Lessee, 
Such annual increase in rental to be payable in monthly ins 
stalments together with the payments of rental above pro- 
vided for. 

THE said Lessee covenunts with the said Lessor to pay rent 

AND to pay all rates, charges, and taxes wherewith the land 
or any business conducted thereon may be assessed during the 
term of this lease or any renewal thereof. 

AND to repair, reasonable wear and tear, and damage by fire, 
lightning and tempest only excepted; 

AND the said Lessor may enter and view state of repair; 

AND that the said Lessee will repair according to notice 
in writing, reasonable wear and tear, and damage by fire, 
lightning and tempest only excepved; 

AND that he will leave the premises in good repair, reason- 
able wear and tear and damage by fire, lightning and tempest 
only excepted; 

AND will not assign or sublet without leave in writing. 

PROVIDED that the lessee may remove his fixtures. 

PROVISO for re-entry by the said Lessor or non-payment of 
rent or non-performance of covenants; 

PROVIDEL that in the event of the fire, lightning or 
tempest rent shall cease until the premises are re-built, or, 
at the option of the Lessor these premises forthwith to become 
null and void, and the premises hereby leased to be sur~ 


rendered forthwith to the Lessor. 


THE paid Lessor covenants with the said Lessee for quiet 


en joyme nt . 
T? IS UTUALLY AGREED that these presents are executed by 


the Lessor upon the express condition that the Lessee will 


purchase from the Lessor and no other, for re-sale on the 
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premises during the term hereby created, all the Lessor's 
regular trade mark brands of oil ana petroleum and other 
products manufactured, dealt in, and/or sold by the Lessor, 
The Lessee agrees to pay the Lessor cash on delivery for 
gasoline at the Lessor's tank«wagon market price, and for 
all other products, the Lessor's dealer's price, dash on 
delivery, which prices may be current at the time of each 
purchases 

If the Lessee at any time fails, refuses or neglects to 
perform any of the conditions, stipulations or agreenents 
herein contained which on his part ought to be performed, or 
shall become bankrupt, or have a petition in bankruptcy filea 
against him, or shall make any composition with or assign- 
ment for the benefit of his creditors, or shall permit any 
execution to be levied upon his goods, then and in any such 
gase, the Lessor (in addition to any right or remedies here- 
tofore conferred upon the Lessor )or its agents or Manager, 
or any other person authorized by it on its behalf, shall be 
at liberty to give fifteen days' notice of the termination 
of this Lease and forthwith, upon the expiry of the said 
fifteen days from the mailing of the said notice or the de- 
Livery of the ganie to the said Lessee ., this Lease shall be 
determined and at an end and the Lessor may thereupon enter 
into and take possession of the said premises. Nothing here- 
in contained shall be deemed or construed to make the Lessee 
agent of the Lessor, and the Lessee covenants and agrees to 
tndemnify and save harmless the Lessor from all loss, costs, 
damages and expenses arising out of the existence of these 
presents or of anything done or maintained hereunder. 

PROVIDED that the Lessor may terminate this Agreement at 


any time by giving the Lessee thirty, 350, daya' notice in 
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writing of its intention so to do, and at the expiration 
of the said thirty days the Lessee will quietly and peace- 
fully deliver possession of the premises to the Lessor. 

The covenants and agreements herein entered into by the 
Lessees where there are more tham one are to be construed 
as both joint and several. 

IN WITNESS WHEREOF the party hereto of the first part 
has caused its corporate seal to be affixed evidenced by 
the hands of its proper officers in that behalf and the 
party of the second part has hereunto set his hand and seal 


the day and year first above written. 


SIGNED, SEALED and DELIVERED: ) 
In the Presence of: 


: 


DISTRIBUTION of WARKETING and TOTAL BAPENSS on DIRECT 
SALGS - PROVINCE of ALBERTA - 1958. 
eee 


This Document is in the form of a graph, showing the fol- 

lowing information: 
83.00% made up of: 

Cost of crude and raw material 43.97% 

Freight 21.29% 

Manufacturing Costa 6.56% 

lifg. Depreciation & Gen. Administration 2 0464 

Packages 1.64% 

Nfg» Taxes «18% 

Sales Tax 4.14% 


Income Tax 2.73% 
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Marketing 17.00% made up 
Commission Stations 


Salaried Stations 1 


Supervision an@ Salesmen 1.50% 


~ 9325 = 


OL: 
1.54% 


74% 


Service Stations .91% 


Barrel and Pkgs 189% 


luotor Equip. .29% 
Office 2.47% 


Other 2.86% 


DISTRIBUTION OF bAKLU TING & TOTAL EXPENSE ON DIRECT 


SALES 


PROVINCE OF ALBERTA 


Motor Equipment 

Barrel and Package 
Salaried Stations 
Commission Stations 
Supervision and Salesmen 
Service Stations 

Office 

Other 

Freight 

Sales Tax 

Packages 

Cost of Crude and Raw ina 
Manufacturing Costs 


a Depreciation and G 
Administra 


" Taxes 


xear 1968 


terial 


eneral 
tion 


w17, 716.04 
23,403.87 
104,533.19 
441,431.09 
90,312.55 
54,445.19 
148,201.76 
141,651.11 
1,279,719.27 
248,537.89 
98,598.10 
2,042,847.13 
394,510.89 


149,808.94 
10,610.90 
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2a ~ 
Income Tax 164,223.99 2073 
TOTAL EXPENSE 6,010,551 .9 10) (200.00 


Toronto, Ontario, 


May 17th, 1939. 


(Go to page 9327) 
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December 15, 19de, we 


THE CHALK: hutever conclusions we nay 
come to about this report in the end, lire. Halverson, 
we do want to express our appreciation of the great 


amount of work which has been Dut into it for our 


benefit. 
Thank you. 
WRe NOLAN: way I speck to ny learned friend? 


it has been suggested, Sir, that we g0 right along with 
the presentation of these various features of the narket- 
ing, and s0 with your permission, Sir, we will put in now 

as Exhibit "415" the "Price Structure" in Alberta, 

THE OCHS Taal s If the ditness is tired reading, 

Mr. Nolan, there is no reason why we should not take five 

minutes to give him a rest. 

WITNGSS: fam quite willing to. ee ahead, 

Your Lordship. 


(DOGUMENT FHODUCLD Hiki 
LiénKED £25 EXHIBIT "315" 


line NOLAN: Very good. 


The Imperial Oil Linited commenced nar} 


ing its products in Alberta in the year 1880. ast that tine 

we imported our products from the United States anda Lor 

years thereafter our prices in ilberta were based on 

competition from others who might likewise import their 

products. In the year 192% we built our Calgary Kefinery. 
With the discovery of gubstantial production 

of crude oil in iiontana we were subjected to increasing 


Vy x ys y y. a pe 
competition from that source. On November 6, liel, 


we ecquired the saple Leaf Refinery at Coutts. On 
Giscontinued zoning our prices by 


areas and establishea instead, a posted tank wagon price 
a 


ne i See 
‘ 
= oar) 
‘ 


ae ay co 
: Penn 
: 
oS ‘ 
4.2 Mey = 
a : 
‘ roe 
3 : 
SY = 
é 
yy 


os ) 
. 


age 
. 
# 


— eae 
on eet 


hay? E 


cs 
: 
: 


* = 
’ 
a) 
, 
a 
1 
3 * 


\P 


or 


aids 


al ny 


me 
: aa 
ae 
. 
-* 


i, 


“alverson -9328- 


on 3 Star Gasoline of 20.5¢ Coutts - 22609¢ Calgary = 
and 23¢ Regina. Our »vrice structure on 3 Star Gasoline 
anda other “hite Products in Alberta was then based on 
the posted tenk wagon prices at these three points plus 
tank car freight to destination to tne nearest one-tenth 
of a cent per callon - lowest laid-down price’ to count? 
Tais established an individual nrice et each of our 
agencies in Albert... | 


However, subdsecusnt to Decembér 15, 1933, we made 


numerous general nrice reductions in Alberta. On September te 


1937, we reduced 3 Star Gasolive and “sso l¢ per sallon. On 
November 22, 1937, we reduced 3 Star Gasoline and “sso 
1¢¢ per gallon. On Jenucry 5, 1938 we made a further 
recuction of l3¢ per «allon on 4 Star and “sso, 

Subsequent to acquiring the ianle Leaf 
Refinery, ws supplied Southern Alberta with its recuire- 
ments from Coutts. However, in the midsummer of 1937, 
due to increasing production of Turner Valley Crude, 
we began suvvlying Southern Alberta from valgary Refinery. 


Therefore, on June 21, 192, we disc -ntinued basing our 


prices in Alberta on Coutts, Calrary and Regina - whichever 


was the cheapest - and based them on a nosted tank wagon 


2 be a ‘ 
price on 3 Star at Calgary Of l6s¢ plus tank car freight 


to destination, with the qualification that in Southern 


Alberta where Calgary Prices plus tank car freight 


were higher than existing >rices, we made no advance in 


j of Mont ition. This revised 
price on account of ton vana competi tio 


yrice structure resulted in a further averare price 


reduction of anoroximatsiy 9/10 cents per gallon on 


all products throughout Alberta, 
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The avove is considorcd our normal nrice 
structure in Alberta at the present time, but in certain 
are.s it has been necessary to nut in temporar® allowances 
on Acto Gasoline and Tractor Distillate to meet siccial 
comsetitive conditions, with which we vill dal later, 

In mating any orice reduction se must take 
into consideration the overail picture of our alberta 
operations. If there are any reductions in cost such 
as crude oil, etc., we make an estinate of how many 
dollars per annum it will reduce our expenditures’ on 
our entire Alberta operations and then decide to what 
extent we are able to revise our rice structure, 
Therefore, before contemplating any reduction we have 
to assure ourselves from the best estimates possible, that 
existing profits or reduced expenditures will warrant 
such a reduction. ‘Vhether or ot we make the seme reduc~ 
tion on all sroducts derends on competitive and other 
conditions, 

With this basic fact in mird wher we vade the 
last vrice adjustment, ws made our calculations bi sed 
on a nosted tank wogon rice of lo’¢ yer calion for 
% Ster at Calgary, to which we added tens cor freicht to 
arrive at a price foreach agency in Albertas © then 
determined in terms of 1937 sales what the reduction in 
dollars realized would be in alberta if we put into 


effect this proposed orice structure. 
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“@ felt in waking this computation that a 
posted tank waron price of 164¢ per gallon on 3 3tor 
at Calgary ~ with e continuance of srevailing different 
lals on other “hite Froducts - was necessary on account 
of competitive conditions and also felt that as practi- 


Gally all our ‘‘‘ite Products are now sux lied from 


Calgary, that the prices elsewhere in the Province should 


bear a direct relationshiy to Calgary >lus tank car 
freight, providing estimted earnings warranted it. 
Our fieurss at that time indicated that the 
reduction in auestion would reduce our receipts in 
A’‘berte on the basis of 1937 sales, by (295,747.00 
per anmm., If this figuration had indicated that the 
reduction was either more or less than our est-smated 
earnings could stand, it would then have been necessary 
to make another fizuration v-sed on either higher or 
“hite Froducts 


lower proposed tank wagon orices on 


throughoutt Alberta. 


(Go to Zagd 9331) 
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You will therefore note from 
the foregoing that contrary to what is sometimes assumed, 
Our posted tank wagon price on Gasoline at galzgsry and 
throughout Alberta is not based on so-oslled costs of 
@ach product ex Refinery. Such a basis is impreeticsble 
becruse in an extractive industry such as oil refining, 
there is no basis by which actusl costs against each 
product can be determined except by arbitrary allocations, 
which after all is only an estimate. iven if such costs 
could be ascertained, a price structure has to be flexible 
enough to meet competition on the verious grades of products 
produced from a barrel of crude, and on total operations, 
return a profit on capitsl employed. 

The differentials on our other 


‘hite Products sold in salberta at the present time are: 


Esso = 2é¢ per gal. over 3% Star 
Royalite Kerosene 7 eee Hy H n 3 Star 
Acto Gasoline - Beg " " under" 
Heavy Tractor Distillate - Ss¢° "°° "(gigas 


These differentials are not based 
on difference in estimated costs beceuse it is impossible 
to make an accurate allocation of costs against individual 
products. Zsso costs more than 3 Star on account of spbecial 
base stock and higher octane rating, and also higher trans- 
portation costs due to less adequate tenkage. Acto Gasoline 
on the other hand costs less than 4 Star because for instance, 


4t contains no tetra-ethyl content, which in 6 Star Gasoline 


Gosts .87¢ per gallon. However, in determining differentisls 


on our “hite Products we keep in mind two factors - namely - 


a return on our total operations in alberta, anc a different- 
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ial that is reasonably in Line vith competitive conditions. 
This principle also appliés in the oil Industry throughout 
the United itetes and other parts of the world. 

“.€@ séll to farmers, products 
such as icto Gasoline and Heavy Distillate satisfactory 
for production uses at very low prices. This is in line 
with out policy to sell the farmers the products they 
needa for use in their tractors et the very lowest price 
possible. ‘Therefore, in order to enable us to meke some 
return on our entire operations, we endeavor to secure a 
somewhat hizher price for our other products. The 
differential between products has to be reasonable, other- 
wise the low price product would supplant sales of the 
higher priced product to such an extent that the average 
realization viould be reduced. °:.e vere the pioneers in 
introducin.. low priced proguets to the farmers for produc- 
tion uses when on June 9th, 1941, we telegraphed all our 
Prairie Managers as follovs: 
"eduction in price of 5¢ per gallon on Tractor Kerosene 
"end 15, on Tractor Lubricating Cils will be mace through- 
Nout the Prairie Provinees effective June luth. This 
‘reduetion is possible because of recent recessions in the 
"price of Crude Oil upon which the cost of all petroleum 
"nroducts is predicated. as this recession in cCruae Gil 
"prices would permit a veduection of only s fraction of a 
soline prices “hich it would be difficult to 


"cent on gs 
"extend to the consumer, it has been decided to extend 

%the ontire benefit to the ‘estern Farmer who is a large 
Nuser of Kerosene and Lubricatine oil for power farming 


"equipment. Unfavourable ¢crop conditions and low prices 
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"still harass the Frairie farmer ané the decision to 
"reduce prices of Trsctor Kerosene and Treetor Lubricat- 
"ing Oil was reached in the hope that it would enable him 
"further to lower his operatins costs and thus make a 
"larger margin upon the season's operationse This reduction 
“in prices vill apply until the end of the threching season 
"and aS long thereafter as existins conditions prevail in 
"the petroleum industry. It is felt that the depressed 
"conditions maintaining in certain parts of the ‘est 
"warrant this special accommodation for Prairie farmers." 

This was folloved by the 
introduction on August lst of the following yeer, ‘of 
Imperial Trsector Distillate at 5¢ per gallon below the 
posted price of 3 Star Gasoline. However, since that 
time we have steadily reduced the price of 5 star Gasoline 
so that the differential to-day on Tractor Distillate is 
Sé¢ per gallon below the posted tank wagon on ;-3 Star 
Gesoline. | 

The basic principle of supplying 
farmers vith Acto Gasoline and Distillate at low prices 
in an endesvor to reduce costs to the farmers is sub- 
stantially similar to preferred freight retes on wheat. 
For instance, the 2ailways of Canada will ship a carload 
of wheat from Calgary to isdmonton for 20g per cwt., 
whereas the rate per cwt., on gasoline from Salgary to 
ZSdmonton is 29¢ per cwt. Insofar as the mwinciple of 
a price structure flexible enough to meet competition 
igs concerned, we again eite the Zailways as an illustrat- 
ion: Last “inter Canadian Sailways ouoted a passenger 
rate of “168.50 from Vancouver to Los angeles to New 


Orleans, to Florida, to ashington, to Nev York, to 
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Toronto, back to Vancouver, as azainst exactly the same 
rate from Vancouver direct to Kew York and return. 

Insofar as quality is concerned, apples grown on the saue 
tree at the same cost, sell at aitretone prices after 
being graded, beosuse guslity must be teken into consider- 
ation. 

Througnout Canada the tsso 
differential is 2° per Imperial Gallon over 3 Star Gasoline, 
with the exception sf alberta, Saskatchewan, and 
Montreal, where the differential is 23¢ per gallon. The 
reason the isso differential is 2%¢ per gallon in dlberta 
as against 2¢ per gallon generally prevailing elsewhere 
in Canada, is that we felt the increased differential 
on sso was justified to partly offset the low price at 
which Acto Gasoline is available in alberta. The differ- 
ential prevailing in the United States for uthyl Gasoline 
is 2¢ per ‘ine Gallon or 2.4¢ per Imporia} Gallon above the 
regular grade of gzsoline. On the Pacific Coast it is 
3¢ per .ine Gallon, or 5.6¢ per Imperial Gallon. 

Our direct sales of Gasoline - 
exclusive of tank cer sales - in salbertes for the year 


1938 - were as follows, according to grades: 


Esso - 157 
%3 star & Premier - 51.2% 


Third Grade (Acto) - 33.87 


Exclusive of Calgary, Sdmonton 


and Lethbridge, the percentages were as follows: 


sso - 10.2% 
3 Star & Premier - 50.2% 


Third Grade - 39.6% 
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Therefore, in making comparisons 
of prices with other Provinces in Canada, it should be 
kept in mind that in some of these Provinces we noeune 
nore or very little Gasoline at less than the 4 Star price, 
whereas from the above figures you will note thet 33.7% of 
our gasoline sales in Alberta in 1938 were at a price as¢ 
per gallon, or more, below the price of 3 Star Gasoline. 

In making comparisons with United 
States prices it is sometimes overlooked by consumers 
that the Imperial Gallon sold in Canada is 1/5th larger 
than the “‘ine Gallon sold in the United States. It should 
also be taken into consideration that our selling prices in 
Caneda include 8% Sales Tax, which in 1938 amounted to .74¢ 
per gallon on our direct gasoline sales in alberta. The 
United States Government instead of a sales Tax has a 
Federal Tax of l¢ per ‘vine Gallon, which is not ineluded 
in the selling price but added thereto. Therefore, our 
Snles Tax of .74¢ per gallon should be added to smerican 
prices to make them comparative with Cenadian Prices. On 
this comparative basis, the prices at the present time 
in Montana - as per May 24th issue of National Petroleum 
News - are as follows, per Imperial Gallon, on a grade of 


Gasoline comparable to 3 Star: 


Butte, Montana 2 16.94¢ 
Great Wallis, - 16.54 
Helena, " - 17.54 


On Third Grade Gasoline: 
Butte, Montana = 15.d54¢ 
Great Falls, " = 12.74 


Helena, = 16.44 


neo: eaaltenion 


reagan 


sl oe ant Hath 
rt < 4) 


ee 
NaS 


ne 43 | 
ia nulls 8 ies tai ee pees ies 


te 


sede ‘at cui ‘entihoa ea sonal 


ae 4 \ 
rae) 


u sib idw « 


“eet : waite a ta Asiaing. | 


hi th fon a 


fe ASK i 
wet abgga 


ad Peele d\ 


fone er 


T-2 
6 ~ 9336 - 


&. & Halverson 


There is no ellowance off the 
above prices to dealers in Montana. 

Professor Hardwof the University 
of saskatchewan recently checked up on Yorth Dakote prices 
end in evidence given before the Legislature of -askatchewan, 
stated that "the tank wagon price of Green Gasoline in Crosby 
is 18.7¢ per Imperial Gallon. Flain Third Grade Tractor 
Gaso1ine costs 1?g¢ in Crosby. jistillate coste 16¢ per 
gallon in Crosby. Diesel fuel 0il masts 13.8¢ per gallon 


at Minot." 
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Our posted tank wagon pri 
Calgary, aS you know, are: 163¢ per gallon on 3 Star 
Gasoline - 14¢ on Third Grade Gasolins, and lé¢g on Distill- 
ate. From the above prices there is a discount of l¢ to 
undivided dealers makinz the net price to dealers at Celgary: 
3 Star Sesoline 15$¢ per gallon - acto Gasoline 13¢ per 
gallon - Tractor Distillate leg per gellon. From these 
Wiees there is slso a temporary allowence of lse¢ per 
gallon acto Gasoline and 2¢ on Tractor Listillate. 

In makinz comparison of prices 
with Montana and North Dakote, the relative consumption 
of gasoline per square mile should be sept in mind, as it 
is obvious that density of consumption and area to be 
served has a cital bearinz on marketing end transportation 


expense. ite therefore list herewith, certein statistics 


which are self-explanatorye 


Montana Alberta _ 


— 


Area Square Miles 146,997 248,800 


Motor Vehicle xegistrations 175,892 (1957) 99,887 (1937) 


Gasoline Consumption 113,840,000)? “bo .82e 079s 


Gesoline Consumption per Sq-Mile 74 269 


‘ 


geen wom a i 


H ‘ * aA P. ; 4s ;. 7 

“tn tty pit ik 
eae eRe a. tO 
aes 


“ <0 ye ee " y 
Py eh Ni ee 4 RRS Ly vii = 
etek) Ee Gris bone 


oy a i St her dey i on 
Rs a de ie ee ae ne eS a 

fl 

< 


1g, iat a 
Shee r sit ea 40 how fos nok 
ee ie Pate ae ent Bag hi: in Ke ee tad 
bi is 5. neks be ‘ sear ar ont Bate 


pak nies ee hin 


of os ro r Et he vd as i hil » si 


e fi h ni 
7 mn 4 


Lae fe ous faa i i seasy ae et a 


‘area ee hae an of0u 3h sg eh sag ee ae 
cet wean ‘ 0k ™ 7 we wanlsteany, | 


i a, ila! 


aa wes to agi SO ke qaang. 
, ab tbh eit cs eae ae 


Tw srs 


‘ean a, to nents same Athen a, 


- 
fe 
ear.” 
Ale ae 


bigs ‘ 


i SANE 


ae ee eens bee nersqionsed! i ettenes add avatede ak ia " 
a Laogqane® ae ale eat ne patient fein ‘@ eg bovaen, 


er Pee Eshs rae 


Gi catahabe ans 08 ae roneHt gout rot enatt or 


4 ‘oni. 1 ae tee ot hbase nite | aceupa. ag 0 


Breer oer Came eS i Ineo ee: Hi o. io onaeine ical PNA 
he dey " M3 s Meesiea hee. ee 7 Py ae a ; i Fs 
Tr he Acs. } 


T+ 
7 = 9007) = 


Ae se Halverson 


Comparison with Porth Dakota: 


North Uskot 


A I GE ne Pee ee 
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Area Square iviles 70,86? 248,800 
Motor Vehicle kesistrations lo, VIOO LIC 99,687 (19327 
Gasoline vonsumption Led, 741,000 WM OS B207379 M 
Gasoline Consumption per Sq.iiile BAG GS) 265 


The above comparison is for the 
year 1937 as we do not have figures covering gasoline 
consumption in Montana or Worth bekota for the year 1938. 


‘asoline 


& 
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You will note from the above figures thst the 
consumption for the year 197 in the wtate of Vontana was 
practicslly twice that of alberta. Wot only that, but the 
area in vhich it is sold is 40% less. 

Therefore, in making comparisons 
with Montane prices, the lesser consumption and longer 
distences to be served in alberta should be taken into 
consiéeration. In the year 19568 we materially reduced 
our marketing cost per gallon in alberte aque to an increase 
in direct sales of 17% It is obvious that if Alberta 
consumption of ye troleum products was twice that what it 
is, it would materially assist in reducing manufacturing , 
transportation and mrketing expense per gallon. 


Cur direct sales of “hite Products 


il 
Ww 


in slberte are sold at posted tank wagon prices, with the 
exception that to dealers and some large cGonsumers, who 
pw chase their recuirements from us exclusively, we give a 
discount of lg per gallon off the posted tank wagon price. 
In this connection we supplied es of Lec. ol, 1958, 700 


deslers equipped with gasoline pumps. Of this number, 
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674 dealers purchased their requirements from us 
exclusively, and 26 dealers were divided agcounts, In 
addition to the above, we supplied exclusively; 693 
Small dealers such as hardware stores, etc., who were not 
equipped with retail pumps with which to service the retail 
trade. As of Dec. 51, 1938, we supplied 305 consumers at 
the undivided dealer's price. Cf this number, 12? consurers 
had underground storage. 

The estimated percentage of \:hite 
Products sold at undivided dealers' prices in Alberta for 


the year 1938, by principal ~»rands, was gs follows: 


Esso - 87% 


4 Star Gaseline - 7246 


Acto Gasoline - 48% 
Distillate - 18% 
Average - 65% 


we table herewith as an exhibit, 
copy of our ixclusive esa Gaile agreement above referred to. 

It is our considered opinion that 
the lg per gallon allowesnce to dealers who buy their require- 
ments from us exclusively, is warranted. It results in 
better credit control, lower delivery costs, less sales 
solicitstion and minimizes substitution. It gives us an 
opportunity to work with the desler to make him a better 
merchandiser of our products and by so doing, increases 
his sales, which, of course, indirectly increases our owne 
guantities delivered free on 


A farmer who buys in barrel 


his farm, in barrels loaned to hin, is not entitled to as 


low a price as an undivided dealer who buys in much larger 
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guantities. ‘.e also have to take into consideration the 
fact that if we do not give dealers c better price than : 
consumers, someone else would and we would merely lose 
the gallonage. This is particularly true of towns where 
we do not have an agency. The dealers at these towns 
demand a price which will enable them to Supply requirements 
of the farmers in the immediate vicinity. iiven at agency 
points we would likely lose the business of our dealers if 
we were to discontinue the l¢ diseount because truckers and 
others operating from Calgary would offer these dealers 
some kind of an agency deal which would be equivalent to 
the discount of 1¢ per gallon they are now securing from us 
as undivided dealers. Our average commission on ‘hite 
Froducts paid, indicates that approximately 50% of cur sales 
at rural points are to dealers and therefore represents very 
substantial gallonage that we must protect agaimt compet- 
itive inroads if we are to maintain our position in Alberta. 

In this conneotion woulda advise 
that throughout Cenada we have a similar policy of giving 
a discount of l¢d off our posted tank wagon price on 
Gasoline to undivided dealers covered by an agreement, with 
the exception of Nova Scotia where the dealer's price is the 
posted tank wagon price. 

“We understand that in Montana the 
dealers purchase their requirements at the posted tank wagon 
price, but are informed that they must purchase their require- 


ments exclusively from one company. In Worth Dakota and 
Minnesota the undivided edealer's price is 1.8¢ per Imperial 
gallon below the posted tank wagon pricee In this connec- 
tion might mention that in these two States, consumers who 


purchase 1000 gallons or more per month, are given the 
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undivided dealer's price. On the Pacifie voast, undivided 
dealers purchase their gasoline at 1.2¢ per gallon less 
than divided deslers. In sastern United states the 
discount to undivided dealers is senerslly 6/lOthg per 
Imperial Gallon below the posted tank viagONe 

The total realization at 
Southern 3lberte points based on 1938 sales below thet 
which we would be obtaining if prices in this area were 


based on Calgary plustank car freight, is as follows: 


average 
Sales at Average Total 
Points Per Direct 
Grade: Concerned Agount Gal. Sales 
EssO SAO vObUy ies De Ooo | 08 
& Star & Premier Bao pee 13,044.94 008 013 
Acto Gasoline DeLoree00 11,548.50 097 18 
Trector Distillate 009,660 4,026.13 Tole 000d 
rRoyalite Kerosene 215,060 Lyieao— ak 058 ell 
Total sales in this ae ee 
Sub-normal area: 4,944,825 32,401.41 056 015 
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The reason we are unable to secure 
in Southern alberta our normal price struoture of Calgary 
plus tank car freight, is because Montana zefiners are 
dumping gasoline into Alberta at considerably less than 
domestic prices charged in Montana. Our information is that 
American farmers and deslers pay the posted tank wagon price 
on "Q" Gasoline of 15.6¢ per Imperial Gallon at Great Falls, 
as against a price of 9.6; to Cenadian Sarmers, and 8.4¢ to 
Canadian Truckers.e Americen farmers and dealers pay the 
posted tank wagon price of la¢ per Imperial Gallon for 


Third Grede Gasoline at Great Falls, as oo miata with a 
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price of 7.8¢ per Imperial callon to Cenedian Farmers 
and bealers and 6.6¢ per Imperisl Gallon to Gsnadian 
Truckers. 

If we are to continue selling 
products made from Turner Valley Grudge in Southern 
Alberta, we will have to supoly this market from the 
Celgary Refinery and continue to absorb freight losses. 

The only alternative is to abandon the Southern alberta 
market to Montana dumping competition, or make arrangements 
ourselves to supply this market vith products made from 
Montana Crude at Coutts. 

Beyond reasonable trucking radius 

from the Calgary xefinery vhere we do not have bulk storage 
for a given product, we supply by truck trom the negrest 
point at vhich ve have bulk storage for such product. 
This mens a higher laid-down transportation cost than if 
all products were delivered cirect in tank car quantities 
from our Calgary vefinery.  @ list herewith, summary of 
transportation costs for alberta in excess of costs by 


tank oar, for the year 1958: 


Total pirect Aavge.Total 
Sales iirect 
Grede Si berta. Amount wales 
Esso 2,999,465 G15,617.02 002 per gal. 
3 Star & Premier 10,276, 210 12,895.46 013 ‘ e 
Acto Gasoline 6,780,025 10, 796.007 Re a 
Tractor Distillate 1,212,645 8, 888,46 het ie 
852,655 5,900.05 8OD 2 ee 


Royalite Kerosene 
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Total above Products: 227 103,980 
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The only way to reduce trans- 
portation cherges in excess of tank car rates is by the 
installation of more tank car storage at our agencies, or 
where possible, to truck direct from the Refinery. Both 
these solutions are having our continual attention. 

In cectain areas it has been 
necessary to put in special allovances on acto Gasoline 
and Trector Distillate to meet special competitive 
conditions. ‘hat this amounts to for the year 1938 is 


listed below: 


sales at AVQ2-6 averages 
voints ren Total Direct 
Grades; Concerned Amount Gal. Sales 
Acto Gasoline 5,154,845 . eho 400 sean ioe crt 
Tractor Distillate 612,325 Ld 0956 ov) Ge 091 
Totel Above 3,767,270. yeGyo26.20 Palos ° 76 
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These allowances have been nscessary 
to meet Montana competition in southern alberte, and in 
Central alberta from comje tition of truckers drawing their 
supplies from Calgery and Turner Valley. Until we put 
these allowances into effect ve were losing a substantial 
portion of our gallonage in these areas. Our posted tank 
wagon price is considered our normal price structure. as 
a policy, we serupulously refrain from putting allowances 
into effect that are lower then competitive prices. Allow- 
ances, therefore, are not an offensive measure, but strictly 
defensive in order to protect our gallonage. If we are to 
serve all of slbert2 at all seesons of the year, we endeavor 


to secure s normal price structwe, but in certain areas of low 
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cost marketing - or dumping competition - ve must be 
prepared to maintain our position even if Special allow- 
ances are necessary. 

“@ summarize herewith, totel 


deviations from our normal price structure in Alberta. 


eo 
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Allow- | T Cet ants 

Price Struct- ances Transpor- eT ieee 

ure Less Than sSouth- tation in birect rer 

Calgary Plus ern ", SEcess of sales Gal. 
3rand : T. © Freight Alta. T.C. Rates Dollars Alberta lta. 
issO cher aaa balay oy wLO$17.52 18143.15 2,999,465 .60¢ 
3 Star & Premier 13,044.94 1289.46 25938.40 10,276,210 .25 
cto Gesoline 11,548.50 49,450.83 16798.07 71797.40 6780,025 1.06 
Jistillate 4,026.13 11,095.37 8888.45 24009.93 1212,645 1.98 
‘erosene 1,256.21 5900.05 7156.26 852,655 .84 
‘otal: Oe y401.41 $60,546.20 $54097.53 147045.14 22120,980 .66 
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You will thus note that our overell 
price structure in Alberta on the above produets returns us 
an average of .66¢ per gallon less than the posted tank wazon 
prices. In addition to the above, we had as of vec. 31, 1936, 
special price arrangements with 51 dealers. Total sales to 
these deszlers in 1936 amounted to 1,244,926 gallons. The 
total amount of these price concessions was 8,604.50, or 
.72¢ per gellon on the gallonage involved. On our total 
direct sales of hite Products in Albert. for 1938 it was 
equivalent to less than 1/20y per gallon. 

Some dealers in towns where we do 


not have azencies had been recuesting special prices to 
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@nable them to supply the farmers in their immediate 
vicinity. These deslers were very vulnerable to 
competition that would meke them such offers. Therefore, 
in order to hold their gallonage on wsso and 3 Star 
Gasoline, we met the requests of these dealers half way 
by offering them a special allowance of 1/2¢ per gallon 
on only those products sold principally to the ferm trade, 
l.ce, AGto Gasoline and Tractor Distillate. Total sales 
on which the above allowance was made for 1928 amounted to 
435,718 gallons, which at 1/2¢ per gallon totals $2,178.59. 

On May 4th, 1957, we discontinued 
throughout ‘vestern Canada, posting retail prices at our 
service stations. Same is nov entirely up to the tenants. 
However, our information is that to~day's retail margin 
over undivided tenk wagon price in Calgery is 4$¢ per 
gallon, and in =dmonton 4¢ per gallon. At rural points 
it varies and is senerally approximately O¢ per gallon. A 
protection against higher retail prices at rural points is 
the fact that farmers can purchase gasoline at l¢ 
over undivided dealers! prices in relatively small 
quantities to supply the requirements of their own motor 
equipment. 

Retail margins at principal 

Cities throuzhout Canada are 4) per gallon, with the 


exception of the following: 


Montreal . S3¢. por gallon 
i ! 

Regina = 5g " Y 

Vancouver - o¢ 1" W 


Figures taken from the Minerals 
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Year Book 1948 - Bureau of Mines, United States 
Lepartment of the Intevior, indicates that the average 
service station margin at 50 representative United States 
Cities in 1937 was 4.05¢ per ine Gallon, or 4.866 per 
Imperial Gallon. 

Apart from what competition may 
force us to do, we endeavor to maintain a sound relation- 
Ship between oversll costs and prices. for instance, if 
raw material costs decline - if »rior to such a decline 
our prevailing prices have been in reasonable relation- 
Ship to raw material costs - we vill reduce prices. If 
no changes occur in raw material costs, we may reduce 
prices, if in our judginent competitive conditions so 
require. Naturally, *e prefer to lose a certain volume 
of our gallonage rather than to hold it by dropping prices 
to a level that will entseil a loss on all the gallonage. 
We do not make special price allowances unless ve have 
evidence that substantial quantities of competitive 
products are being sold in the locality at prices below 
ours. If over a wide area our losses in sales are of 
serious proportions, we have no alternative to reducing 
prices regardless of costse “e cannot afford to allow 
too large a share of our business to go elsewhere 
because dwindling volume means increasing costs per gallon, 
both in manufacturing and marketinge 

with the exception of payroll and 
commissions and the influence of Wolume, manufacturing 


ang marketing costs are to a large extent, fixed charges, 


and so too are freights. about the only variable factor 


in costs for a given volume, is price of raw material such 
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as crude oii, Volume is an extremely important factor. 
The function of the Marketing Department is to endeavor 
to sell at reasonably profitable prices and to maintain 
volume. It is difficult these days to do both. 

some people may think that 
Imre rial 011 Limi ted fixes the price at which gasoline 
and other petroleum products are sold in Canada. This 
is untrue. From time to time we adjust our prices to 
sonform to operating economies, fluctuation in erude 
cost - or changing competitive conditions. It is our 
policy to tell anyone tho wants to know - competitors 
Or anyone else- what our posted prices are. ‘te feel 
that price changes should be made openly - that we 
should not employ secrecy to gain temporary advantages, 
particularly when to do so would only result in confusion 
for dealers and consumers. There is no understanding 
that @mpetitors must or should follow our prices. 
Presumably, large companies marketing over wide areas 
have costs somewhat similar to our own and cannot market 
profitably at lower prices than ours. If we reduce 
prices they have no choice but to follow if they wish 
to retain their g2llonege. If we advence prices and they 
do not follow, we of course, will have to caneel the 
advance if we want to retain our customerse 

The consumers of Alberta have 
benefitted very substantially in lowered price since the 
advent of the Turner Valley Oil Fields as a factor in 
For instance, on Feb. 3, 1946, the 


Crude production. 


posted tank wagon price of 3 star Gascline ex Calgary 


Oity was 23¢ per gallon as compared with today's posted 
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tank wagon price of 16.50¢ per gallon, or a reduction 


of 6#y per gallon. This reduction ig also substantially 


true of the balance of Alberta. 


During a@ similar period, 


the decrease in prices of Gasoline - figures taken from 


the National Petroleum News - was 1.8¢ per Imperial 


Gallon at Great Yells, Montana, and .12¢ per Imprial 


Gallon at Minot, North bakote. 
we List 
weighted prices, in which prices 


been taken as representing 100; 


Index Frosted Tank “agon Price 
5 Star Gasoline gt Calgery .. 
Searle Grain Company's Index 
of Prices of Things Canadian 
FarMerS BuYcoccseccreccseeces 
Dominion Bureau of statistics 
Index of General Level of 


Cenadian “holesale Frices «ee 


herewith, index of 


prevailing in 1954 have 


1936 
a Ted 
ees DEOws 
110.3 


ve attach herewith, chart in 


regard to the above vhich is self-explancstory. From 


Same you will note that whereas wholesale prices in 


a} ~ 9 
generel have shown an increase of approximately 10% 


since 1934, Gesoline prices throughout Alberta during 


the same period, on the contrary, 


have shown a very 


substantial decrease. The decrease, for instence, in 


the posted tank wagon price of 3 star wasOline in Célssry 
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incluéged to avoid extending t 


hem as separate ixhibits. 
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IiMfP2RAIL AUTHORIZED BUYERS AGRSIMENT 
Dealer 

THIS aGREEWENT made in duplicate this .....day Ofecsssl9See- 
Between IiPsRISL OIL LIMIT:bD, hereinafter celled COmpAanY |). ands steers: 
Sele seie rei ees are Sie. 41068606, 6in'e 4 4\0 60 0 0 'o OL @.6\n 960 6 0/0 6.00 6 0b 6 a em ee eee ee 

(Street and Number) 
COCO Cee e mera recesereseeeccenesecosvocsesecscessticrainafter Celled 
(City or ton) (Frovinge) 
Buyer. 
' ITNESSETH: 

In consideration of the covenants and azreerents herein 
contained the partiss hereto agroe together as follows; 

le Buyer agrees to provide, on the above premises, under- 
ground tanks, piping, pumps and other facilities required for 
the delivery, storage and sale of vompany's products sold to 
Buyer, and to use the same exclusively for Such purposes during 
the life of this agreement. 

2. Buyer agrees to purchese from Cofipany all gzasoline, 
kerosene, tractor distillate, oils, specialties and greases, 
antifreeze, and such other products as my be offered for sale 
by Company paying therefor for gasoline, kerosene anc tractor 
distillate the Company's posted tank wagon prices current at 
the time of each such purchase, and for all other such products 
the Company's prices, terms and discounts current at the time of 
each such purchase, and that during the currency hereof no such 
produets other than those of Company shall be sold or otherwise 
deelt with on or about said premises. Company agrees to sell 
such products to Buyer according to the tenor hereof. 

3. Company agrees to make Duyer when not in default 
hereunder a special allowance of one cent (l¢) per gallon for 
all gasoline, kerosene and tractor distillate purchased from 


Company hereunder, sush allowance to be mace at time of payment. 
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Provided however that in ease of breach on the part of the 
Buyer of or default in any of the covenants and agreements herein 
contained, Suyer will vithout prejudice to any other rights of 
Company hereunder forthwith repay the whole sum of the special 
payment of one cent (l¢) per gallon alilowed hereunder, ahd for 
the purpose of arriving at the said sum the amount of gasoline, 
kerosene and tractor distillate sold to Buyer up to the date of 
such breach or default according to the books of the Company 
shall be token as final and binding. 

4. Buyer shall not be responsible for failure to take 
delivery hereunder occasioned by strikes, accidents, fire or 
acts of God, and Company shall not be responsible for partial 
Sruvorel teailure to deliver, or for delay in delivering directly 
or indirectly occasioned by acts of God, strikes, accidents, fire, 
transportation troubles or any other reason beyond its control, 
notwithstanding the provisions of Yraragraph 5 hereof. 

5. This agreement shall be and remain in force for..s.-. 
soeeese- from the date hercof,and shall continue from year to 
year thereafter, subject to termination after expiration of 
the seid term of......---eebdy Gither party giving the other 
written notice thirty days prior to the expiration of any yeare 

6. Company has and is hereby given the right to cancel 
this agreement any time on giving the Buyer ten days' notice of 
its intention so to do. 

7, This agreement shall enure to the benefit of and be 


binding upon the parties hereto and their respective heirs, 


successors and assignse 


In the Presence of IMPERIAL OIL LIMIT ab. 
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PRICE COMPARISONS 
1954 - 1938 
Graph shoving in graph from information contained in 


statements bctow: 


See els OG IMDEx OF POSTHD Pew PilCu THREE STAR GASOLINE 
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(at this stage the hearing was adjourned until <:00 Poli.) 
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MR. NOLAN: May it please you, Mr. 
Chairman, we have arrived now at the third part of 

the presentation of Mr. Halverson, and with the permis sion 
of the Commission, I will offer as Exhibit HOLG"; 
"Jobbers* Prices & Sales - in the Province of Alberta." 


(DOCUMENT IN QUESTION IS NOW 
MARKED EXHIBIT "316". ) 


JOBBERS' PRICES AND .SALES - ALBERTA | 
Most of the Jobbers that purchase from us in 
Alberta purchase from us elsewhere in Canada and we 
have to keep this in mind in making quotations. 
Prices to Jobbers are established hy letter from 
the Refinery Sales Department and are subject to 
change at any time, with the exception that supply 
arrangements with MeColl-Frontenae Oil Company ae 
covered by cont act which runs to June 30th, 1939. 
Buying in volume as they do, Jobbers are likely 
‘to make other arrangements if our prices are not 
'gatisfactory. For instance, in Alberta if they 
could not import to compete with our prices to them, 
then there is always the possibility they may build 
‘@ Refinery at some point in the Yest such as Calgary 
or Regina, or may link up with some of the companies 
that have skimming plants in Turner Valley and who 
‘for this additional volume, would probably be willing 
| to put in improved facilities for turning out 
quality products. Inasmuch as we already have a 
Refinery at Calgary capable of supplying this Jobbing 
‘pusiness, this extra volume helps us to cut down 


manufacturing costs per gallon on our direct gallonage. 
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Also, insofar as Refinery overhead ig concerned, if we did 
not nave this Jobbing business it would necessarily have to 
be a charge against our direct business. It might be 
contended that if we have surplus c.pacity at our Calgary 
Refinery to take care of this Jobbing business, that the 
Refinery capacity is in exeess of our requirements, but 
on the other hand, if these Jobbers build their own Refineries, 
it is merely transferring overhead from our Refinery to the 
new Refineries. | 

There would be no purpose in our giving these 
Jobbers a better price than necessary simply to enable them 
to compete with as successfully, because we realize that 
Jobbing business is temporary, and direct gallonage is the 
only kind that can be considered reasonably permanent. 
For instance, at one time in Canada we supplied British 
American Oil Company; Sun Oil Company; Cities Service Oil 
Company; McColl-Frontenac Oil Company, and others, with 
their exclusive requirements, but we lost all or part of 
this gallonage overnight when they built Refineries or 
made other arrangements. 


Our total sales to Jobbers in Alberta in the 


year 1938 were as follows: 


Gasoline - 13,918,473 gals. 
Refined Qil - 496,689 " 
Distillate = TSO OG Tir, ore 
Domestic Tubg. Oils - 233,765 " 
Imported Lubg. Oils - 152,065 ." 
Light Fuel Oil 5 79,033 " 
Bunker Fuel Oil ~ 2,634 " 
asphalt a 1,000 * 
Greases me 9,435 " 


Turner Valley Naphtha - 1,106,405 " 
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Hereafter in this statement when we refer to 


White Produets we are referring to Gasoline, Refined Oil 


and Distillate. Our prices on “hite Products to Jobbers 


during 1938, were as follows: 


Marginal basis below posted tank wagon price 
of products at Destination 


MeColl-Frontenac Oil Co. 


“Canadian Oil, Union, 


hi-Way, 


North Star, Texas 


*Q" Colored Gasoline 


Ethyl Gasoline 1.50¢ above "Q" Col. 
Stand.'hite Gasoline .50¢ below "Q" Col. 


Motor Gaso. (White) 
Tractor Distillate 
Tur. Valley Gasoline 


W< ter White Kerosene 


Maple Leaf, 


5 .00¢ 
5.00 
5.00 


6 290 


Up to 
Jun. 30, 
1938 


6.75¢ 


7.50 


Arter July Ist_ 


6.50¢ 
1,50¢ above "Q" Col. 
-50¢ below "Q" Col. 
5.50¢ 
5.50 
508) 0) 
6. 50 


The above differentials are in effect at the 


present time, However, 


these differentials below the 


vosted tank wagon price are somewhat misleading, as a large 


share of the sales made by the Jobb:-rs are at undivided 


dealers" prices, i. e., 1¢ per gallon under the posted tank 


wagon. 


We estimate that during 1938 the following 


percentages of “hite Products marketed by us were sold at 


undivided dealers’ trices: 


Esso 


% Star Gasoline - 


Aeto Gasoline - 


Distillate 


average 
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it is probable that the Jobbers! pere:ntage of 

sales at undivided dealers’ prices is higher than our own due 

to their having less tlon-dealer agencies. Therefore, our 

net average Jobbing differentials in Alberta for the year 

1938 as taken from our statement "Consolidated Net Earnings 

and Profits on Products" for Alberta - which we will hereafter 

for brevity, refer to as our No. 9 Statement - were as follows: 
Jobbers' Ave. 
Difterentiar 


SELLING NET below our 
PRICE FREIGHT SELLING PRICE _Selling Price 


GASOLINE: 
Direct Marketing 18.70% 3.85¢ 14.857 


Jobbers 11.51¢ 1.98¢ 9.53¢ 5.32¢ 


REFINED OLL: 
Direct Marketing 22.35¢ BY Ove, Wel 8? 
Jobbers 14.72¢ ZeO1G 12.35¢ 4.83¢ 


DISTILLATE: 
Direct Marketing 15.25y 3.629 Li bo¢ 
Jobbers Be 7a8 1.26¢ 7464 4.17¢ 


TOTAT SALeS TO JCBSGRS AVERAGE 


OF "HITS ( PRODUCTS) DIFFERENTIAL 
GASOLINE: 13,918,473 5.32¢ 
REFINED OIL: 496 , 689 4.83% 
DISTILLATE: 1,034, 877 4.17¢ 
TOTAL SALES WHITE , 
* >RODUCTS : 15,450,039 5.23¢ 


You will note that the Jobbers get a somewhat 
less differential on lower priced products such as scto 
Gasoline ani Distillate than they do on "0" Brands. This 


is merely in conformity with our general price structure 
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whereby we secure on our direct business a lower netback 
to the Refinery on products that are principally used by 
the farm trade. 

The average differential on “hite Products be 
Jobbers in 1938 was 5.23% per gallon below our direct 
selling prices, as compared with an average differential 
to Jobbers of 5.67% per gallon in 1937. You will there- 
fore note that during 1938 the net differential enjoyed by 
Jobbers on “hite ~roducts was reduced an average of .44¢ 
per gallon. From the average differential of 5.23¢ per 
gallon on “hite Products referred to, the Jobbers in 
question must - 

1. Meet their merketing expenses. 

2. Take care of transportation charges in excess 

of tank car rates. 
3. Take care of inventory losses. 
4. Secure some return on their capital invested 


and employed in marketing facilitics. 


In this connection would state that as of 
Dec. 31, 1938, we had - exclusive of unused service station 
properties - investment in marketing plant and equipment 
in Alberta at depreciated value of 81, 733,717.34. In 
addition we had other capital employed representing Bills 
Receivable, Inventory, etc., totalling $1491 199.27), 


None of this investment is necessary in connection with 


our Jobbing Sales. 


Our consolidated Net Earnings and Profits 
on Products - No. 9 Statement - shows a profit of $73,891.06 


on all Jobbing sales for the year 1938. However, this 
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statement charges Depreciation, General Administration and 
Taxes at our Refinery of {75,740.72 against our Jobbing 
sales in alberta. In other words, our ‘Obbing sales in 
Alberta not only showed a profit of @73 ,891.06, but also 
carried $75,740.72 of Overhead that would otherwise have 
had to be charged against direct marketing. 

Further, our manufacturing costs per gallon in 
1938 would necessarily gave been higher per gallon if 
the throughput through our Calgary Refinery had been 
radically reduced due to Jobbing gallonage being eliminated. 

Therefore, our sales to Jobbers in Alberta 

for the year 1938 did not result ina loss that had to be 
recovered on products we marketed direct. The contrary 
is true. Not only did ow Jobbing sales in Alberta in 1938 
show a profit, but in addition they materially improved 
our position on our direct sales by carrying $75,740.72 
of Refinery overhead as well as subatantiably ,educing 


the manufacturing cost per gallon. 


THE OHAIRMAN : Would you care to express any 
opinion now as to whether or not there would be advantage 
in eliminating the Jobbers entirely; not your vobbers 

put all Jobbers, and having the refineries dealing directly 
with the -people who are consuming their products. When 

I say "advantage" I mean from the standpoint of the consuming 
public, you being in exactly the same position as all 
your other vobbers. You have pointed out in the Exhibit 
last filed, of course, you have to do business with these 
people because it may be that they would make other 


connections if you do not, and one follows that. That 
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I am putting to you, if you care to discuss it at this 

time and, if not, scme later time will do equally well, 

is the larger problem, is there a necessity for Jobbers 

at all? 

It isa very great problem. If the number of oil companies 
doing business in Alberta were reduced in number - and that 
only could be done by Government edict or by prices so low 
that they could not afford to carry on - but however it 

is accomplished if it were done it would leave more 
gallonage for the remaining companies which, of course, 
would reduce their cost for doing business per gallon. 

How much I would not be able to estimate. It depends 

which jobbers were eliminated and what their gallonage was. 
But it is quite obvious if there were fewer companies doing 
business that the cost per gallon for doing business on 

the part of the remaining companies would be less. Probably 
not as substantial as is usually assumed. 

What I am putting to you is not keeping some jobbers in and 
leaving some jobbers out, but I am just asking your 

Opinion on the elimination of jobbers entirely, and the 
refinery dealing directly with those who consume your 
products. In short, the elimination of the middle-man, 

the old discussion, and I want to know your views as 
aoplicable to this industry as an experienced marketer? 

I am not quite clear in my mind that if we eliminated 

the jobber would he have the privilege of opening his own 
refinery- in that case nothing would be accomplished. 

Well, of course, in that respect if it is advantageous to 
open a refinery I suppose anyone is at liberty to do that now. 


If they can see good business in it they will. 
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If we were to shut off the jobber ani discontinue supplying 
him and by that action compel hiz to build his own refinery, 
1 believe it would increase the cost for doing business 

in Alberta instead of reducing it. There would be more 
duplication. 

He would only go into the refining business though if he 
could do, so at alprofit, that is clear? 

Yes. 

To himself. He is at liberty to do that right now, isn't 
he? You Say you give him enough profit so he is deterred 
from doing it? 

We have a larger throughput in our refinery and probably 
avlower cost than he would have in a smaller refinery 

and he might find it to his advantage for the time being 
toy Uuyeiromus and still give us a profit. <If.we neftused 
to sell him a strong company such as the MceColl-Frontenac, 
the Canadian Oil undoubtedly would make arrangements for 

a refinery of their own and would continue doing business. 
In that case it seems to me our cost would go up, and the 
cost generally. 

MR. COMMISSIONER LIPSETT: Supposing, Mr. Halverson, that 
you gave that 5.23¢ that you now give on an average to the 
jobbers, would you not be in erat stronger position to 
increase sales? 

That was the point, Major, I was trying to cover. ‘Je could 
not give that price to the public because we have to take 
care of our marketing expense and the public is not being 
penalized so long as we meke a profit on that business. 

In fact, our own business benefits because that jobbing. 


business not only reduces the cost per gallon fa@r 
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manufacturing the products we market direct,but it carries 
the overhead and if we lose that business our cost for 
doing the direct business would increase. Of sbueeay 

we could not pass this jobbing price on to the consumer 

and distribute it through our warehouse: all oe the 

place. ‘Ye have, to provide for our marketing expenses. 

Does the present system involve a double expense in the 
marketing, In the first place your marketing organization, 
and in the second place, the various jobbers' marketing 
organizations? | 

As I said a while ago, Major, if there were less oil 
companies doing business our costs would be less because 
we would have more gallonage. But under the competitive 
System here they are doing business and we have to put up 
with themSo long as we can aa them and make a profit 

and reduce our costs we are glad to have the business. 

MR. NOLAN: wow, with permission, Sir, 

we will put in the fourth part of Mr. Halverson's evidence, 
which is "Lubricating Oils. Sales, Distribution and Prices," 


as Exhibit "317". 


(DCCUMENT IN QUESTICN IS NOW 
MARKED EXHIBIT eS Bir 


TH. CHAIRMAN: Before you g¢o..on, I notice 
here in the last Exhibit - I forgot to ask you at the time 
we were there - what is coloured gasolim? 

I am afraid I used a trade term. This "@" coloured is a 
leaded gasoline with specifications comparable to 3 Star. 
MR. FRAWLEY: 4 Star itself is a "OQ" 
coloured gasoline? 


Yes. 
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SUBRIC.TING OIIs 


SALES, DISTRIBUTION AND PRICES 
Our direct sales of lubricating Oils in 


alberta for the year 1938, were as follows: 


Marvelube 634,562 gallons 
Polarine Li Owen " 
Mobiloils 119,443 yi 


Other Lubricating Oils 209 p18. vel 


Total Lubg. Oils: 1,184,439 gallons. 
Our direct sales of Greases were 1,101,322 lbs. 
Our sales to Jobbers in alberta for the 
year 1938, were as follows: 


imported Lubg. Oil 145,245 gallons 


Other tubg. Oil 200.000 i ey 
Total Lubg. Oils: 365,828 gallons 


Sales of Greases to Jobbers in 1938, in 
Alberta, amounted to 86,047 lbs. 

Our direct sales of Motor Oils in 1938 in 
Alberta, i. e. Marvelube, Polarine and Mobil®Oil, totalleé 
924,726 gallons, of which 68.6% was Marvelube; 18.5% Polarine, 
and 12.9% Mobiloil. 

We do not manufacture Lubricating Oils and 
Greases in the Prairie Provinces. «ll of our Lubricants are 
mamfactured at our Sarnia Refinery in Ontario, with the 
exception of some Polarine and Industrial Lubricants whieh 
ard manufactured at loco, British Columbia. In adcition, 
we import Mobiloils and some other ~ubricants from the United 
States. 

We have tankage at Fort “Yilliam for two 


grades of Polarine and three grades of Marvelube. “le supply 
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A. Halverson. 
this tankage at Fort William from Sarnia by boat. 

Tank car shipments of Motor Oils into 
Alberta are made only to Galgary, Edmonton and Lethbridge, 
where we have lubricating storage to take care of tank car 
Shipments. In addition, carload shipments from Fort William 
and Ioco are made to these points ag well as direct to ‘aterways. 
In the year 1938, 23% of our Marvelube requirements were 
shipped into Alberta in tank cars direct from Sarnia; 65% were 
shipped in tank cars direct from Fort “illiam, and the balance 
of 12% were shipped from Fort William in carload quantities. 
21% of our Polarine requirements were shipped into Alberta 
direct from Sarnia; 71% from Fort William, and 8% from Ioco, 
British Columbia, 22% of our Mobiloil requirements were 
Shiosped into Alberta direct from Fort William, and the remaining 
78% was shipped direct from the american Refineries at Olean, 
New York and Chaisson, Texas. 

Within the Province of Alberta, carload 
Shipments of Lubricating Oils and Greases are made from 
Calgary to Lethbridge, Brooks and Stettler, and from Edmonton 
to Peace River and Grande Srairie. ‘With the exception of the 
above points to which carload shipments are made, the balance 
of our Lubricating Oils and Greases in alberta are delivered 
from the cheapest supply point in less than carload quantities. 

We have the same prices at all points in 
the Prairie Provinces for Mervelube, Marvelube Greases, 
Polarine and Mobiloil. We sell to farmers at list prices. 


Our list prices - with she excé tion of special grades - are 


as follows: 
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Marvelube ~ 82¢ per gallon 
Polarine a Ga en " 
Mobiloil - 1.207510 " 


From these prices the dealer receivés a maximum discount as 


follows: - 
Polarine _ 10¢ per gallon 
Marvelube = Veo " 
Mobiloil - 14g 9 " 


tn addition to the above discounts, el 
dealer receives an extra discount of 5% off the net invoice 
price providing he purchases his lubricating requirements 
from us exclusively. On carload quantities there is an 
additional discount of 2¢% per gallon, but no one seems to 
Depinterested in buying in carload quantities. 

Our prices in Testern Canada are only 7¢ 
per gallon above those prevailing in “Zastern Canada on 
Marvelube and Polarine, and 10¢ per gallon above those 
prevailing in Bastern Canada on ilobiloils. Our average 
freight from Sarnia to Calgary is 12.52¢ per gallon. 

You will therefore note that alberta enjoys favorable Prices 
on motor oils as compared with other sections of Canada. 

We attach herewith as exhibits, schedules 
of our list prices for Fastern Canada, as well as the Prairie 
Peoticee. We also attach copy of our Exclusive Dealer's 
Agreement on Lubricating Oils. 

We list on the following page, laid- 


Aown costs on Marvelube Motor Oil at 5 representative points 


in Alberta: 
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ere ee nee 


si Grande 
Calgary Sdmonton Lethbridge Coronation Prairie 


actrnenennenntinntiiemntinieen ate meet oe meee ee 


Sg a et 


Cost - per Gonsolidated 
Net Barnings and 
Profits on Pro- 
ducts, Alberta, 


1938: 34.29¢ 34.29¢ 34.29¢ 34.29¢ 34.29¢ 
Sales Tax 1.48 1.48 1.48 1.46 1.48 
Marketing Expense Peas! 041% Bg 11.88 11.88 11.88 
Cost of Package 4.50 4.50 We £450 4.50 4.50 
Total Cost Excl.Freight 52.15¢ 52.15¢ 52 .15¢ 52.15¢ 52.15¢ 
Freight 152.  Re.6e 12.27 VQ20 19.09 
Laid-Down Cost 64.67 64.67 64.32 TL ed5 VN ibeee 
Dealer Minimum Price 66.50 66.50 66.50 66.50 66.50 


Tractor Owner Price 82.00 82.00 82.00 82.00 82.00 


a er ne oe rr a a te ee nt es een eee 


The is in question have been taken from 
our 1938 statement "Consolidated Net Earnings & Profits 
on Products," for the Provinee of Alberta. You will note 
from the aboVe statement that the marketing expense 
charged to Marvelube is 11.88¢ per gallon, of which 
commissions alone equal 5.35¢ per gallon. This average 
commission rate indicates that 93% of Mervelube sales 
at commission points are made to dealers. In Calgary and 
Edmonton practically all our ..otor Oil sales are to 
dealers. In addition to this average commission of 5.35¢ 
per gallon, there are many other marketing expenses in 
connection with the sale of motor oils. For instance, 
when tank car shipments of same are received at Calgary 
and Edmonton, they must be 5ut into storage tanks and then 


filled into barrels which have beta yroperly cleaned and 
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Aw &. Halverson. 
painted. 4 large percentage of our motor oils are then 


trucked to the freight sheds and shipped at local rates to all 


points in Alberta. The barrel containing the lubricating oil 


“is loaned to the customer and when empty, we must return 


same at local rates to supply points such as Calgary, 
Edmonton or Fort William for refilling. 

Marvelube is a quality product which 
requires special equipment at Sarnia that is not necessary 
in the manufacture of ordinary motor oils and lubricating 
oils. This special equipment includes a phenol plant 
which cost $626,000 and a centrifuge plant which cost 
$219,000, or a special investment of $845,000. 

Our statement "Consolidated net Harnings 
und Frofits,on Products," for Alberta, for the, year 1938} 
Shows thet the average selling price of Marvelube at 
destination was 73.40¢ per gallon, from which must be 
deducted average freight of 16.797; marketing expense of 
11.88¢ per gallon; sales tax of 1.48¢ per gallon, and cost 
of packages at Refinery of 4.50¢ per gallon, leaving a 
netback to our Sarnia Refinery of 38.75¢ Der gallon. After 
deducting, total costs of Marvelube of 44.29% ex Sarnia, 
this leaves us for the year 1938 - after deducting income tax 
of .98¢ per gallon - a net ote it on Marvelube of 3.48% 
per gallon. 

We do not have any breakdown of costs 
for Polarine and ‘‘obiloil. Same are included under the 
sub-headings of "Other Lubricating Oils" and "Vacuum and 
Other Purchased Products," respectively, on our statement 
"Consolidated Net warnings and Profits on Froducts." To make a 


separation for Polarine and Mobiloil from the sub-headings above 
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referred to would require going through every individual 
invoice and every individual freight charge for the year 
1938. 

Our direct sales of "Other 
Lubricating Cils" for the year 1958, by principal grades, 


were as follows: 


Polarine - 170,721 gels. 
Railway Journal & Sngine Cils - 69,250 " 
Steam Cylinder Oils - 49,160 : 
Machine Cils - 59,940 H 
Black Oils Ne EB are gh i ane 
Specialty Oils > 14,836 " 
Other = 24,746 ” 


TOTAL: 


382,382 gals. 


Our net profit on "Other Lubriec- 
ating Oils" as listed above for the year 1938 was 4.04¢ 


per gallon. 
Direct sales for the year 1938 


of "Vacuum ané Other Purchased frroducts," by principal 


grades, were as follows: 


Mobiloils - 119,445 gals. 
ReP.M. Diesel ingine Oils - 20, 000s ee 
Vacuum D.T.i. & Engine Oils a 9,279 " 
Technical «hite Oils ~ 4,953 " 
Medicinal ‘hite Oils = 4,486 " 
Vacuum Steam Cylinder Oils - 1,998 " 
Other - 2,776 " 
TOTaL: = 167,495 gals. 


Our net profit on "Vacuum and Other 


Purchased Preducts" as listed above, for the year 1938, was 


12.67¢ per gallon. 
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i. Ralverson 


Our profit statement for the year L956 
shows a netback on Marvelube to the Refinery of 38.75¢ 
per gallon. It is therefore obviocs that Polarine kotor 
Oil has a very low netback to the Refinery because our 
prices to farmers and dealers on Polarine are 20¢ and 
17.1¢ respectively, below the Narvelube price. The low 
prices at which we sell Polarine Wotor Oil is in keening 
with our policy of selling the farmer nvetroleum products 
for production pruposes at the very lowest vossible cost. 

“e market Mobiloil to compete with other 
imported brands such as Quaker State, etc. In this 
connection, the earning statement of the Cuaker State 
Oil Refining Corporation - who operate throughout 
North America ~ for the year 1937, may be of interest. 
According to their annual statement, their total net 
sales receipts were 330,482,122 on which they made a net 
Prorih Of G1 029,250, or 3.5%. This indlestes that 
amotor oil selling at hich prices in Volume djses nos 
net as high a profit per -allon as is generally assumed. 

Although our price on motor oils to farmers 
shoule be borne in mind 


is higher than to dealers, it 


thet a negligible quantity of our sales to farmers 


today is mde in barrel quantities. Sales are made 
instead in smaller quantities such as l0-gallon lots, which 
our arent -and in many cases the dealer - sells to farmers 


at barrel price. In view of the fact .tras, we tarmercs 


are buyivg their motor oils in such sgnall quantities, 
© 
an increasing portion of our motor oil sales to farmers 


A LD 7 pas Ps = 
is being made through our deaters for which, of course, 


we realize only the dealer's price. 
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Our stetement "Consolidated Met warnings 
& Profits on Products,” groups ail erades of Greases 
uhaor one heading, on which we nade during the year 
19358 a net profit of .O8¢ per galion, or an* roxinately 
.09¢ per 1lb., less than 1/10 of a cent per pound. 
in other words, the net profit on Greases was very small. 
ve do not establish retail prices on Motor 
Oils. Same is for the dealer to determine. However, 
our information is that the avcrage retail price ver 
quart prevailing in Hdmonton and Calsary, and most of 


tae Tureal tolnis, is: 


Polerine 20¢ ner quart 
Varvelube SG e " 
Mobiloil 40¢ 7. av 


Retaii srices in wastern Canada are generally 
fme came as those that orevail in Alberta. Retail mices 
throughout Montana on comnarable grades, are as follars, 


per Imperial Quart: 


fTolarine 24¢ 
Tso-Vis OUP 
Mobiloil 42g 


The price in Montana of standard grade motor 
7 £ 

oil comparable with Marvelube - such as Tso-Vis, sold 
by the Standard Oil Company, of Indiana, is as follows, 


in terms of Immrial Callons: 
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MARVEILUBE 
Ex Any Agency in 


Al berta 
Price to Farmers B2¢ 
Net Price to Dealers 664¢ 


SNe AR Tat 
COLA LM 


mx Any Agency in 


Alberta 
Price to <armers 62¢ 
Net Price to Dealers 49 .4¢ 


IS0=VilS MUVOR Ofbg) me 
Great Falls, Minot, Minneap. 


Montana ees Minn. 
85 .08¢ 90.48¢ 90.72¢ 
65.08¢ TLS 2G. Tago mae 


POLARIMS 
+) Nak BA POE S sh 
Standard. 0it of vindtene jaa. 
Great. Falls, w.inov, Minneaps 


___ Montana N.D. Minne 


69.48¢ 75.28¢ 75.12¢ 


50 .28¢ 55.68¢ 55.92¢ 


The above indicates that prices in Alberta 


on Lubricating Oils manufactured in Canada are se!ling 


at or below Americam prices. 


This in spite of the fact 


that manufacturing costs and distribution exrense is 


undoubtedly higher in Canada due to much smaller volume 


of sales end larger areas to be served. 
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OPEN DEALERS PRICES 


(Western) 


ee ee 


F.0.B. Warehouse Points:~ Ontario (West of Fort William), Manitoba, Saskatchewan and Alberta. 


There is an Imperial product designed for, and therefore suitable for every automotive lubricating nead. The satisfaction the 
motorist derives therefrom depends upon your using the correct grade. 


PER WG As LON 
INCLUDES PACKAGE 


fot N-b- 0 1- Ss = ere LITHOGRAPHED CANS 
Half 
Bois. Bhis.}| 10 ie Se 4-1/2 6-1 24 
Berea ri ee : Gallon Gallon Gallon. Gallon GallonQuarts 

Marvelube 10 S.A.E. No.10-10W soe 5 oO (004 90] i Cee Ae 
Marvelube 20 S.A.E.No. 20-20W ace aaues -90 | .98 Labo ae 
Marvelube 30 Sees Oe 00 Aces Sa 90 } .98 | 1.25 02 
Marvelube 40 S.A.E. No. 40 Pete ees 3 6205) =298 24) ixis =n 02 
Marvelube 50 S: A.B. No.50 Eee ee Ses 90-1 96. | 1.15 - W.6¢ 
S100 Dieeces ge eee eee Sema Oe S.AB No.60 | 97 | 1,00) 1.05 (115 
Gargoyle Mobiloil ‘Artic Special" S.A.E. No. 10-10W Tee = (eo lene ieee i sicbaee 166 
Gargoyle Mobiloil "Artic" | S A.B. 0, 20-20N_ |i 2,60. i525). tooo i Oa 1a edo 
Gargoyle Mobiloil "A" S.Ace.- No, 30 gag ae 7 ee es ian 1.55 a0 
Gargoyle Mobiloil "AF" S.A.E. No. 40 fy a e0r fino: eno haa? | 1.53 1.40 
Gargoyle Mobiloil "BB" 5 AmeiGnn00 gee 8 ae es rte ee ie ee 1 5Se= 40 
Gargoyle Mobiloil "B" S.A.E. No. 60 1.400 7 ee bdwGt= 2 NU alee 
Gargoyle Mobiloil "Ultra Heavy" = SpA, n. Nos 70 1.40 1.43] 1.55 peOG. 3 Lees Vy, Occ: 
Polarine 10W oe ee OW ee ne en er a eo oi eee 
Polarine 20W (20W) pone 600 Pid pf is On = aes / 84 

Polarine 30 S.A.E. No. 30 2 On = 560 AA es orgs ee | 84 | 
Polarine 40 S.A.E. No. 40 lye cts iis een ae 1 84 | 
Polarine 50 | -6-A.. No. 00 62>. — 360 i lied erie) ae SEA ae 

| Polarine 60 S.A.E. No. 60 ve Auk) meres ea 510 | | 294 | 


When shipments are made in barrels or nalf-barrels, packages will be eipeeat extra ie 5 nent prices Ae will be credited at 


ks 


price charged if returned within one year in good condition, all freight charges prepaid to warehouse point from which shipment is made. 


Prices shown for ten-gallon drums of Marveiube, Mobiloil and Polarine Oils include a non-returnable package for which no charge 
will be made and no credit allowed. 
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GEAR OILS (including Extreme Pressure Type Pes fo -PoOLu Ne PER GALLON 
and GREASES _ DRUMS oe CANS Bete ae 
i i i : es 
| Half (100 1-25 | 6-10 1-10 oo5 pe 1 = Pounds 

So ene ae eee Seen —— ee ee een ee Bbls, | Bbls. | ‘Pounds Pounds, Pounds Pounds Pounds Pounds: (Tubes) | 1-5Gal.; 6-1 Gal. 
| Marvelube Gear Oil 80 S.A.E. No. 80 [= =00- 005: eres 2 : | 95. ace lene 
| Marvelube Gear Oil 90 S Aceon. 90 fe OE | «05 2 = ete 
| Marvelube Gear Oil 110 S.A-E. No. 110 Pe Ba er ee eo Se 
| Marvelube Gear 0il 160 S.A.E. No. 160 (=269) 005 ae | 0b: | Ae 
| [ae eos ie + a 3 Ga eeene 
Marvelube Expee Gear Oil 90 Sh. Fis. 00s 4a fs ESO 
| Marvelube Expee Gear Oil 110 Ssh. NOs LiOs Bees eno 1.30 
| Marvelube Expee Gear Oil 160_ S.A.E. No. 160 E.P. | 13 and eae eee 
| Marvelube Chassis Lubricant (No. 11) ps.09 | oie gall; 215 stele = rs 
| Marvelube U-G Lubricant (No. 22) Peaster 2125 ee eae Ae 4 
| Marvelube Universal and Wheel Grease (No. 33) | 
| Marvelube Waterproof Grease (No. 44) 
| Marvelube Gear Grease (No. 55) 
Marvelube Cup Grease Medium (No. 66) 
ee Grease Hard lon aiRees 
| MISCELLANEOUS AUTO OILS 

‘Sheck Absorber Fluid 36 | 

Flushing Oil | 

Penetrating Oil 
Sees RE et ie ee Se Be 


Barrels and half-barrels charged extra at prevailing ywrevailing vices, and will be charged at price charged if returned within one year 


in good condition, all freight charges prepaid to warehouse point from which shipped. 
Imperial Oil Limited guarantees the above products to be un- ‘form in quality, and at all times, up to their standard. 


March ist, 1938 
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OPEN DEALERS PRICES 


(Eastern ) 


loepe cone 


F.0.B. Warehouse Points:— Ontario, (Fort William East), Quebec, New Brunswick, Nova Scotia and Prince Edward Island. 


There is an Imperial product designed for, and therefore suitable for every automotive lubricating need. The satisfaction the 
motorist derives therefrom depends upon your using the correct grade. 


Se See ee eee ee ee ee eee Bai 
| PER CG A OS) 
| 0k aa aR en orci 
| ENGINE OILS : | DRUMS | LITHOGRAPHED CANS | 
Tele Se eee meee oe as 
BblSe ppis, | 10 Pol. old ASI oe 
| Gallon, Gallon Gallon Gallon Gallon Suar rts | 
| Marvelube 10 Suk. Be Was 20-L0W— | 37584) ge en reo 
| Marvelube 20 S.A.E. No. 20-20W feriese 78 | .83 | .90 : ee a5 | 
| Marvelube 30 S.A.E. No. 30 i | 
Euervelune 40 S Az lts- No- 40 
Marvelube 50 S.A.E. No. 50 
_Marvelube 60 Ostiela NOw 60 


“Gargoyle Mobiloil “Arctic Special" 


SA. 

c Gargoyle Mobiloil "Aretdéc" S.A.E. No. 20—20W 
; Gargoyle Mobiloil "A" S.A.k. No. 30 
| Gargoyle Mobiloil "AF" S.A.E. No. 40 
Gargoyle Mobiloil "BB" S-A.be Nose 50 
Gargoyle Mobiloil "B" S.A.E. No. 60 
Gargoyle Mobiloil "Ultra Heavy Gate WeNG. 0 ee, 
ee aa Sees ee 
Polarine 20W (20-W) 

Polarine 30 SeAwds NO. OO 
Polarine 40 Wetielts NO. 40 
Polarine 50 S,ATES NO. 00 


es 60 5 A.B. No. 60 


Prices on Marvelube Oils in barrels and half-barrels shown above include a package which is not returnable for credit. 


Prices on Mobiloils and Polarine Oils in barrels and half-barrels do not include a package. Package will be charged extra at 
prevailing prices and will be credited at price charged if returned within one year in good condition, all freight charges prepaid 
to warehouse point from which shipment is made. 


Prices shown for ten-gallon drums of Marvelube, Mobiloil and Polarine Oils include a non-returnable package, for which no charge 
will be made and no credit allowed. 
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GEAR OILS (including Extreme Pressure Type) 


=P Pen? -P OUND PER GALLON 


and GREASES DRUMS LITHOGRAPHED CANS LITHO. CANS 
: . 24-1 
Half | 100 | 1-25 | 6-10 | 4-10 | 6<5 | 24a) founds 


Bbls.| Bbls.} |Pounds Pounds bonnds Pounds Bouse Pounds (tubes) 1-5Gal.| 6-1 Gal. 


| Marvelube Gear Oil 80 S.A.E. No. 80 [0956 ) -— 10 GO. = iedee 
Marvelube Gear Oil 90 S.A.E. No. 90 509s | 095 “0 : 90 9 es 
Marvelube Gear Oil 110 S;A.8.- Noa 110 | =.09= 2095s, 210 | (95 joe Lee 
Marvelube Gear Oil 160 SiA,E. Noy 160 1.09 | 005 lo) se ee ee 
ee ee ee ae ee ee ae ee 
Marvelube Expee Gear Oil 90 Sn. i. Noe 90° FL, | 13 Loo Le hae : 1.30 
Marvelube Expee Gear Oil 110 S.A.E.No. 90 E.P. ao el oh 14 175 | 1.30 
Marvelube Expee Gear Oil 160 SAE No.160 BP. stele to 0180 is eget Se ete je ee See ee ace Oe ee 
“Marvelube Chassis Lubricant = (No. 11) (095 | 3095S = 105) nd el | 
Marvelube U-G Lubricant (No. 22) ae aero oto Be as) ok6 ola 18 -40 
Marvelube Universal and Wheel Grease (NO. 33) sO09s— 1 20005] — a0 -135 5.13: .145 15 16: 
| Marvelube Waterproff Grease (No. 44) s15. 1 S100) ae es eee OE re 01 221 222i 
Marvelube Gear Grease (No. 55) O9= 1--.095_ | #10 135} 415: 2145 oie 16 | 
Marvelube Cup Grease Medium (No. 66) 509. |. 09be |= 210 eS: i tee a AB LG: 
| Marvelube Cup Grease Hard No. 77) 200 1 095s 10 oe ee ee 16: 
lBuik 
MISCELLANEOUS AUTO OILS Bulk |Half | 1-5 | 12-1 
Bois. |{Bbls. jGallonj} Quarts 
Shock Absorber Fluid 36 | ..63 Per Gallon Net 
Flushing Oil -255 " " " | 
Penetrating ao. " : % 


| Barrels and half-barrels charged extra at prevailing prices, and will be credited at price charged if returned within one year 
in good condition, all freight charges prepaid to warehouse point from which shipped. 


March ist, 1938 Imperial Oil Limited guarantees the above products to be uniform in quality, and at all times, up to 
their standard. 
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Halverson 


AUTHORIZED BUY? As LUBRICaTIvG OIL AGRUUMENT 
THiS &£GRESM NT made in Gun licate: this. wa ae 
Raa) Wialalie sles ne 8 dies 6 193..... vetween IMPTRIAL OIL LIMITED, 
hereinafter called Comnany, and. Viste ee 


Geeerneeeee 8! #888 1%, 6-0" ays 9; 4 86 0p 6 bb owe OL bie Welle! oelataveterbielerws sl vince Slee uae en res 


(Street and Number) 
Corre eee ses erecccccovoccbseovocvovess slereinafter called Buyer 
(City or Town) (Province) 

NOSTRIN IG hs i 

In consideration of the covenants and agreements 
herein contaiued, the »arties hereto asree together 
as follows; 

ls Buyer agreés to yurdhase from Company all 
Lubricatine oile, snecialtiecs and greases as shall 
be sold or otherwise dealt with on said premises, wm ying 
for such »roducts the Comnany's Onen Dealers' Prices and 
terms current at the time of each such purchase and that 
during the currency hereof, no such products other than 
those of Couinany shall be sold or otherwise dealt with on 
or about said »remises. 

2, Comneny agrees to invoice each delivery of 
Company's branded automotive Lubricating oils and greases 
to Buyer at its Oven Dealer's Price less the following 
quantitiy allowance on: 

Cents per Gallon Cents per Pound 

Karvelubs Cils anc Gear ote, ane Marvelube Coat OLS es ere ces 
Gargoyles MObILOILS....e eer seeeesoes Marvelube "Greeces sped swe 
Polarine Oils .... ceccerssvvccsceees 
rz Gom-any also agrecs to make Buyer when not in 
default hereurder a specizl allowance of five ner cent (5%) 


+ , + “ea ta Ta an Wales Pi e ] % i a ries on rhe 5 SO , j ‘a 
off the net invoice »rice for ell luvricating ils, speci 


A Haag TRON rien By 18 
alties ané cr-2ses purchased Pro Company hereunder, such 


allowance to be made a 
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&. Halverson 


4. Comvany reserves the rizht to advance or ruduce at 
any tims, open Dealer price for lubricating oils and 
greases. In the event of an advance in vrices, Buyer shall 
be entitlsd to purchase within thirty (30) days after 
dete of advance, a quantity at the ola gerices nob exceed- 
ing his (its) average monthly deliveries during the 
preceding twelve (12) months, 

oS» it is understo>d and agreca by Buyer that any 
and all dispensing equipment, advertisements and signe 
thet may be suoplied to him (it) by Commany will be used 
by him (it) for the sole nurvose of disnensing and advert- 
ising the »roducts of the Comzany; that these advertisements, 
Siene and dispensing equipment wilt be used and displayed 
by Buyer orly so lone as Buyer keevs in stock the articles 
which they describe in such Guantity as to Comnany may 
seem sufficient to meet the demand, and that all advertise- 
ments, signs and disnvensing equinment furnished Buyer shall 
remain the vroperty of Company and will be sur:endered 
to Company by Buyer on demand at any time. 

6. Buyer sha:l not be responsisle for failure to 
teke delivery ne neunder> Sedactonedeas strikes, accidents, 
fire, or acts of God, and Comoany shall not be responsible 
for partial or totel failure to deliver, or FOP Oley ne 
delivering directly or indirectly occasioned by acts of 
God, strikes, accidents, fire, transportation, trouble 


or any other reason beyond its control, notwithstanding 
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the provisions o7 paragraph 7 hereof. 
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7. This agreement shell be and remain in force 
TOD) 6 sie S sissies seeseeees irom the date hereot, sand ‘shabl 
continue from year to year thereafter, subject to 
Pemtimationvsarter expiration of the, Sai Cercle sles vege 
by either party giving the other written notice thirty (30) 
cae worior (to, the expiration of ety year. 

8. Comnany has and is hereby given the right to 
cancel this agreement at any time on giving Buyer ten 
Vy ways" notices of its intention 60 to, do. 

9, This agreemert shall enure to the benefit of and 


Rep mogine Uson the parties hereto and Mneir resvective 


heirs, sucecessor&S,and assigns. 


In the Fresence of: TM Rs) Oe eens 
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GR. NOLAN: 3 That, Mir. Chairaan, com- 
pletesthe material which tir. Halverson has prepared. 
wRe FRAWLEY: Do you intend to ask iure 
Halverson any questions at all. 
wie PLOTIINS: Il have some to ask» 
MRe FRAWLEY: There was one natter which 
was brought out the other day by you, isr. Plotkins. I do 
not intend to cross-exasiine lire Halverson or ask him any 
questions but I think we should clear that up. 
THs CHATRiwA Q: You do not intend to now or 
at any time. 
mie FRAWL2Y: Oh now, now. 
THe CHALIWAN: I see. 
wiRe FRAWLEY: iure Plotkins was discussing 
with one of the witnesses brits other day, Mire NoGrath I think, 
the price at which Acto is sold in Calgary and I must confess I 
was all confused about it and I thought I would take this. 
Opportunity of having you tell us something about that. ii/e 
have filed here lir. Stevens" posted tank waggon prices and 
I will ask you to look only at one point, Calgary, Acto has 
a posted price of 14, so the final price is 123? 
That is right. 

Q Now what other deductions of any kind to anybody fscmade at 
Calgary on that gasoline? 

A There are no deductions of any kind made to farmers or con- 


sumers below that prise, but the 100% dealer buys acto at 


14 cents less 1 cent, which is 13, and he also gets an 


bitewande of 1s, which is 11s, which 1s 3). lowest price 


to dcalers. 
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That is the service station dealer selling Imperial 
producuts undivided, woula pay 114 for Acto in Ca leary? 
Yes. 

But the farmer=consumer coming in for a barrel of Aato 


at your bulk plant in Calgary would pay the 14 less -+---— 


je 
oH 


Which would be 124? 


12% cents net. 


He would pay 124? 

And to my knowledge there is no exception. 

Now then a dealer, a dealer coming in from outside, well it 
doesn?t matter, well I will tell you, br. Plotkins, if you 
would not mind pursuing that and I think it may as well be 
straightened out right now, if there is any question about 
this Acto being sold at anything less than a net 114 to 
dealers and 113 to anybody elsey 

inte PLOTKINS: ir. Halverson, some two cr three 
weeks cgo we were notified, in fact we learned it through 
the Gas and Oil Products who notified our office that the 
Imperial had that morning instituted a further adjustment of 
1 cent covering certain points immediately adjacent to Cal- 
gary and that is what lir. ¥Yrawley is veferring to.- Possibly 


you can clarify that? 
First of all to clarify it, we 


Yes, E will be very glad to. 
would like to table with the Commission the allowances, the 
names of the points and the allowances at all points in 
&lberta ana we will get that ready for tomorrow and I think 
that would be helpful because instead of one or two points 


you would have all of them but when we came through here 


about six weeks ago I believe it was, we were quite concerned 
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with all of the farmers coming in, who were buying Ex 


Calgary and our agents within 30 miles of here were not 


do the very much business, the farmer likes to come in ana 

go tO a snow or bring in some livestock or what-not, and 

on the highways leading to *“Hémonton and, all the hig hways, 
there was somebody who was selling him gasoline at 11s cents 
or ll or as iow as 10%, and we found some invoices as low as 
10 cents, and therefore the problem faced us, whether we 
should adopt a similar policy of having wholesale outlets on 
the main roads leading North, South, Hast and west, where the 
farmer could come in and pick up products at our prices and 
sorap our agencies, which it would in effect have meant, or 
some other proposal that would safe-guard our agencies for 
the time being and so we decided that those agencies which 
were located within 30 miles of Calgary,, and I think there 
are 7 of them, at those agencies we put in a further allowance 
of a cent per gallon. The agent takes a reduced commission of 
half a cent per gallon and we stood the other half, so at 
those 7 points, which we intend to table along with all the 
others, the sllowance todey is 2% cents per gallon and our 
purpose, right or wrong, was thet we had these agencies and 
we think they will be needed sometime in the future and we 
wanted to keep theni, we didn’t want to close them out and 

we either had. to put those agents in the position to hold 

the business or put in some distribution in the Uity of 
Calgary that would do it, and the average farmer does not 
want to go to the refinery to pick up his products, it is 

so the only way we could compete with that bus- 


toot ar? OUD, 


iness was to put in wholeasle outlets on the main roads lead~ 


ing out of Calgary, which we did. It is a duplication because 


we already had a distribution in the country. 
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MRe FRAWLEY: Let me understand then, 


Calgary then, there are some points, Airdrie would be one 
of those points? 

Yes. 

Just let me understand? 

fhere are Y points. 


Airdrie I suppose is one of the points, could you mention 


then? 

MR. STEVENS: IT can let you have them now. 
ike FRAWLEY: will you name them if you 
please. 

MRe STLVENS: Airdrie, Crossfield, Irricana, 


Dalroy, Strathmore, Langdon and Okotoks. 

MR. NOLAQ: That statement, iir. Chairman, 
was made by hir. Stevens who is the supervisor in Alberta of 
the marketing branch. 


Mine FRAWLEY : We will take it as coming from 


Mr. Halverson. 


MR. NOLAN: I wanted the record to show who 
had spoken: 

WITNESS: Well I am tabling it. 

Airdrie has a price of 15.1 less 
14, I mean in this posted list, Exhibit "257", that is 14.6, 


is it not; this is our Exhibit and take Airdrie, Acto has a 
posted price at Airdrie of 15.1? 


Yese 


Less 1 cent to an undivided dealer is 14.1, less 1% on the 


Exhibit "257", the regular differential discount, is 12.6? 
That is right, set. 
And then you have another cent off that, is that what I un 


derstand in the last few weeks? 


AeH-Halverson 
CZ -9380- 
5 


MR. STEVENS: No, that is the total ellow- 
ance of 8% cents from all. 
WITNESS 3 That is net. My understanding 
is that the dealers do not get anything below that price, 
do they. 
MR. STEVENS: The dealer receives off the 
posted tank waggon price 1 cent, if he is an undivided 
daler and in addition to that there is 2% cents allowance 
tO considered dealers but to the farmer there is only 2s 
cents allowance off the tank waggon price. 

Q MR. FRAWLEY: Let me understand, Airdrie, 


the posted tank waggon prise, according to Exhibit "257" is 


Boek? 
Mre STLUVENS: Correct. 
WRe FRAWLEY: livery undivided dealer in 


Crossfield or in Airdrie gets 1 cent off, whether it is Acto 
or 3-Star or Esso? 

A That is right. 

Q That brings us down to 14.1, the posted price, which he 
ordinarily pays? 


A That is right. 
Q On Exhibit "257" there is a differential discount which has 


been there since the 8th of December last, of 1% cents? 


A That is right. 
Q So that he is now buying, we now have it down to 12.6? 


A That is right. 
And some weeks ago there was a further differential put in 


8, 
that is what IZ would like to get and is what? 
A One cent« 
Q So we have the Airdrie dealer buying it at PESO? 


MR. STEVENS: That is right. 
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MR. FRAWLEY; That is what ‘I wanted to 
know? | 

That is right, the Airdrie dealer 11.6 net and the Airdrie 
farmer 12.6 neti 

itiht 4s the alrarie farner but we have the dealer at air- 
drie, the undivided dealer at these 7 points, and we may 
deduct from the undivided dealers' prices at each of those 
7 points, 2% cents? 

That is right. 

25 cents from the undivided dealer price at those 7 points? 
Yes, and would you like those. 

Yes, I would like to have that, so take the posted price, we 
can take 33 cents off the posted price to the dealer at these 
7 points? 

Yes. 

Now then Calgary, thet is a different proposition? 

That is right. 

That is a different proposition, so that that frankly is 
where I got confused, Calgary is not in it at all? 

Noe 

It is 14 less 14 and that still stands at Calgary? 


That is right. 


Except the undivided dealer gets another one cent? 


That is right. 


Mike FRAWLEY: You think at this time it 


might be well to file those, have you enough copies? 

No, I did not know exactly what ixhibits I would be asked 
for but I am prepared to submit any Kxhibits which you wish. 
THit CHAIRMAN: The morning will do quite well, 


Mir. Halverson. The witness prefers to file it in the morn- 


ing. 


A-E-Halverson LGRR? Me 


CS 

7 
MRe FRAWLEY: Oh yese In fact there may 
not be enough made at the moment. | 
WITNESS: If you wish to cross-examine 
further, iir. Frawley, here is a copy which niight be help- 
ful to you. It shows the area in which we make allowances. 
luRe FRAWLEY: Yes I understand. 

Mike NOLAN : de have prepared. one for Dr. 
Fry and we have another one which could be marked now as an 
Bxhibit, from iir. Stevens. 

THE CHATRAN: Well there is no anxiety to 
put it in to-night, if that is all we are going to do, just 
to put it in. The witness is going to discuss it tomorrow 
I understand. 

WikRe FRAWLEY: Yes. well have you anything 
more lire. Plotkins? 

WR. PLOTKINS: I would like to ask a couple 
of questions. 

a MR. PLOTKINS: iire Halverson, this Airdrie 
agent of yours has the gasoline shipped to him or does he 
come into Calgary and get it? 

A I would imagine he comes in because most of our agents with- 
in 75 miles are coming in to pick it up. 

Q When he goes into the Calgary warehouse, to that particular 
agent it is 11.6? 

4 It is not a sale, it is an inter-station transfer to him. 

Q You do not consider it a sale? 

A Tt is an inter-station transfer 

Q You then have a condition where your company establishes to 


its own agent at Airdrie a price of EE.6 feo.d.) your rerin- 
ery or warehouse, Calgary ana what, you can tell us no doubt, 


does that mean to the other companies, do they then ignore 
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your price of 11.6 or do they meet it when it comes to 
delivering to their dealers and agents? | 
well I presume it is optional with them whether they neet 
it or not but our information is, as we will indicate 
later; this t we have been attempting to meet prices but not 
to beat them and we have plehty of invoices to support our 
stand on that. I want to say at this time, iir. Plotkins, 
that we have no desire in alberta to put in an allowance to 
pell below your prices or the price of any other lucal man 
and if we are dcing so they will be withdrawn but we are 
pretty sure of our information that at the present time, 
that any allowances we put in last year or this year, have 
heen made to meet prices already in effect that were lower 
than ours and at the present time do you know that our allow- 
anoesB were higher than the prices of any one of the local oil 
companies. 
Now Mr. Halverson, I think you are quite sincere in what you 
say but I would like to analyse it with you and show you why 
I think your information only applies to your system of 
marketing and it is not true of the other companies. Now 
when you say that the price that the other companies stll 

at is lower than yours, do you mean is lower at Calgary or 
4s lower at the point of consumption? 
Well it is lower at Calgary to start with and incidentally 


we have invoices to show it is lower at the point of con» 


sumption. 


Yes? 7 
There has been a system of distribution grown up in the last 


twelve months in particular where the farmer who has a truck 


is being appointed a dealer and that farmer is getting 2 cente 


off the market, not only on white Gasoline but on other brands 
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as well and as far as we ere concerned the only discount 
outside of our official allowance which we give is 1 cent 
to undivided dealers; when a trucker comes into our Pres 
gary refinery he pays the posted tank waggon price. If 

& dealer comes in there and very few of them do, the max- 
imum discounts they get, outside of the official allowance, 
is 1 cent but the competition with which we are competing 
gives & cents or a cent and a half a gallon wo any farmer 
who has a truck more or less, to any trucker who comes in 
and that is the price with which we are competing. 

Mr. Halverson, | am not going to analyse just what you have 
Just said but I would like to bring out for the benefit of 
the Commission one principle which I think seems to be the 
trouble in your company, when you sell a farmer, a consumer. 
now, I will take one point which I think is typical of that 
principle, in the Olds district, your price is based on 
Calgary plus freight, I mean your tank waggon? 

Our normal price structure is. 

Yes? 


Yes. 


Now your agent then is called upon to sell at that price and 


to deliver the gasoline to the farmer in the Olds district 


at that price? 


That is right. 
Now then the difficulty as I see it, and L want you to make 


your comments on it, because this is the principle that I 
think we are both troubled with, the difficulty is that your 
price is based on freight which is considerably higher than 
the actual cost to your competitors of laying down that 


product at Olds or to the farmer at Olds by truck and there= 


fore while we both sell at one price f.o.b.- Calgary, your 
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company and our company we will say for instance, our 

dealer who happens to take the goods by truck from our 
refinery or bulk station, when he lands it to the farmer 

in Olds in competition with your dealer or agent landing 

it to the farmer, our dealer has a considerable advantaze 

in that his trucking costs, even allowing for a fairy profit, 
brings his cost, as compared with your agent's cost, down 
considerably. Wow is that not the big trouble? 

That is not entirely the whole trouble because we have in- 
voices to show that products are being sold at destination 

at less than our prices. 

Yes? 

You are referring to Ex Calgary. It is quite obvious of course 
that a dealer who comes into Calgary or a farmer, with his own 
truck, he does not pay really any transportation at all except 
the gas and oil which he uses.» He is coming into Calgary perhaps 
to do some shopping or something and we cannot carry on a dis- 
tribution system, to give service 12 months a year, based on 
that kind of transportation: 

I am not referring to that kind of transportation, Mr. Halver- 
son, I am asking you to take into consideration the legitimate 
dealer that comes into Calgary and buys his gasoline for cash 
in his own drums at the same price from us as he does, as he 
would from your company as far as tank Waggon is concerned and 
he receives the same agent's discount, row that man is not an 
unfair competition, I mean he has to consider costs of his 
trucking and distribution, now that particular man when he 


reaches, when he delivers the goods in the Olds District to 


a farmer, can do it at considerably less cost than what you al- 


low yours based on freight rates plus cost of distributing back 


onto the farmer, and that is the trouble between us, in other 
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words your company at the present time has not seen fit 
as yet to eliminate, in certain territories, the freight 
rute and face actualities or realities in the form of 


lower costs in transportation, is that not the trouble? 


(Go to number 9387) 
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Mot quite. 

“@11, what is it? 

The posted tank waggon price is 14 centse 

Yes? 

In cease that form of transportation enjoys ell the advantages 
which you say it does, the locsl oil company would not; 1° 
Cannot see any reason why they should voluntarily reduce 
their price to 1145 cents and 11 and 10% cents because if 

they had sold at 14 cents, according to your line of reason- 
ing, they would have had an advantage over us on account of 
lower transportation and I ama little backward to understand 
vhy, if that was the case, it was necessary to quote prices 
at Calgery here of 11% and 11 and 104 cents. 

Mr. Halverson, what is the spread between Calgary and Olds, 


Mr. Stevens ean tell us now. 


MR. FRLWLiY: 16.5 and 18.cé. 
ViITNESS: The freight to Olds is 1.68 cents 


per gallon, 21 cents a hundred. 

Mn. PLOTKINS: Have you any idea what you would 
calculate the freighting by truck? 

NOe 

Or what your Company pays on an average per mile of 1000 
gallons? 


No ° 
Now we will take Olds, your differential based on actual 


freight rate is 1.7 per gallon, that is what Mr. stevens 
tells me, and that only lays it dovin in Olds to your 


agents, it does not lay it down on the farm? 


No. 
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q Your agent is still celled upon to take and rehandte that 
into drums and take it out to the farmer at his own 
expense, out of the commission which you allow him, that 
PairLent As it not? 

A Yes. 

G Now, if the same agent were to come into your Company At: 
did not have a bulk station or had only a warehnuse and 
were allowed to take that drum of gasoline out of your 
warehouse or refinery and calculate the competitive 
trucking rate, in other words, what somebody else would 
deliver that drum of gasoline down to the farmer in the 

Olds district, we find that based on 15 cents a mile a 
thousand, which is higher than the prevailing trucking 
rate, that is the rate we calculate on, although competit- 
ton is even less thgn that, that he could lay it down on 
the farm for 9-LOths of a cent a galion instead of 1.7, 
plus rehandling and the additional cost of delivering, 
what have you to say to that? 

A Yell, if we were a local oil company pursuing a policy 
of expediency, with no responsibility towards the Province 
of Alberta, under present conditions there might be some 
way of closing down our stations within 100 milcs of 
Calgary and telling everybody to come to Calgary and get 
their stuff. 

Q No -~ 

A I mean that is, I am talking common sense at the moment. 
+t 4s either a case of doing that or keeping our system 
of @istribution going. Te have agents at Olds, we have 
agents at all these points who ere very necessary when 


the road conditions are bad and the harvest season is on 
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and we have to see to it that they maintain a reasonablo 
Share of the market. Now, we do know there is the oda 
farmer, and many of them, who has an extra truck, maybe 

the father runs the farm and the son becomes a trucker and 
he comes into Calgary and he buys a few barrels of oil and 
he sells them to a few farmers in his own neighborhood and 
what is more he gets the dealer's price, and I understand 
he is getting a dealer's license and a wholesaler's license 
from the Government, “cll if there are enough of those 
farmers that become wholesalers using their trueks in their 
Spare time, the thing which we are faced with within 100 
miles of Calgary is whether we are going to give over 

that system of distribution, because the agents cannot 
carry on at Olds if every farmer when it pleases him, is 

to be a wholesaler hauling from Calgary and then when 

the pe@k season comes on, we are supposed to be there to 
take care of him, it doesn't work but in the meantime we 
have to protect our gallonage. 

q Does it involve all that, oe i involve anything except 
the method of transporting gasoline by rail, I mean after 
all the only difference is shipping by truck instead of 
by rail, it doesn't involve scrapping your present distrib- 
ution system? 

A "ie move it today, Mr. Plotkins, by truck up to maybe 100 
miles but the only difference of opinion may be this, 
that instead of trying to drive a hard bargain with our 
agents, we are giving them the tank car rate but on produets 
for which we do not have bulk storage they are moving that 
for us at tank car rates as well and we are substantially 


cutting down on the inter-station transfer. I am told 
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that chartered truckers can be secured for around 10% 
less than railway rates. Probably somebody can drive 
a harder bargain but I do know that people who move 
substantial quantities are willing to pay chartered 
truckers 10% below tank car rates, which is not a very 
big margin. 

Q Well that may be perfectly true when you come to Long 
distances, as I understand it, the information I have 
and in discussing it with your Alberta Sales Manager, 
is that your Company does use trucks to bring products 
to Edmonton for instance, and pay on the basis of freight 
rates less 10% or something to that effect but when we 
come to points that are closer to Calgary, where all 
your competition seems to be, because that seems to be 
the district where you have reduced prices to meet that 
sompe tition, is it not the fact then that all that is 
necessary for your company os do, to ecliminate that which 
you ¢@l1l unfair competition, is to face the realities 
of the situation and base your differentials, not on 
carload freight rates but on the cost of profitably 
transporting that oil today with present means, to those 
points? 

A TI do not man to infer in the first place it is unfair 
competition. It is a new type of competition and so far 
as moving our products by trucks we are naturally anxious 
to reduce our own marketing expenses and to that extent 
there is no a@ifference in our viewpoint, that is if trucking 

is cheaper than moving it by railway, we want to truck but the 

difference in viewpoint may be that we must look to high press- 


ure people who are moving products for retes less than a 


living rate. 
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Q Well, let us examine that, Mr. Halverson. “hen I aaid 
9/10's of a cent a gallon between here and Calgary, that 
was based on 15¢ per mile per thousand gallons. 

MR. FRALEY: You said between here and Calgary. 
MR. PLOTKINS ; Between here and Okotoks, or 
between here and any other point. 15; a thousand a mile. 
For instance, if he hauls it 60 miles it would make 120 
miles return and work out to 17% miles at a cost of 9/10's 
of a cent a gallon. Now, vour company has investigated 

the cost of trucking, no doubt, have they? 

A Not very extensively. “We do not feel-at the present time 
warranted in making a big capital investment in new trucks. 
As I pointed out in the brief, the watlways nave Lost such 
a tremendous amount of traffie that it seems to me their 
self interest is going to dictate to them a drastic revision 
downward in freight rates. I have no idea what their 
plans are but from the standpoint of common sense it looks 
to me as though that is a contingency we might expect. In 
the meantime, of course, trucking up to 100 miles at least 
ig the cheapest mode of transportation, of transporting. 

But in the meantime we do not like to go ahead and buy 

50 or 100 trucks at a tremendous capital expense. We have 
two ways of trucking inthe meantime. ‘le have first our 
agent trucking and the other te the jopber tracking.» ‘The 
jobber trucking, I believe, we can get for about 10% below 
the railway rate. Perhaps we could drive a harder bargain. 
I know one company hes cattexpted to cet its transport cost 
down and the best they can do is to get 10% off the tank 


car rate, regardless of distance. The other is to let our 


agents do the trucking. 
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Q I am asking you, Mr. Halverson, if you would take 15¢ a mile 
a thousand as a basis. Now, the reason I am taking that 
figure is that we operate a large fleet of trucks and on 
that figure we make a considerable profit. In other 
words, we make more than a normal profit. ““e ean truck 
profitably up to 300 miles on that basis. Now, that would 
take in most of your territory in alberta from the Calgary 
refinery. New, I have taken that up with your company 
several times and I would like you to give your opinion a 
little more definitely than you Mmve so far as to why the 
differentials that exist between the Calgary refinery and 
all the country points in «zlberta should not be based on 
the cheapest method of transportation instead of the highest 
cost transportation. Because it is true what vou say, 
that you do not feel that your company would be justified 
in going ahead and buying a lot of trucks, of course, bes3ause 
conditi-ns may change and the freight rates may come down. 

I quite appreciate your point. But there are trucks available 

offering themselves to you. Your own agents have trucks 

and surely you have made a study. You know what the costs 

are because your own company has a large fleet of trucks 

all over Canada. So that you must knew witnin a pretty 

close range what it “ould cost your company or what it would 

cost anybsdy to profitably truck per mile per thousand 

galions, or per gallon. %o that with this competition that 

has been facing you for several years since roads have 

improved and since trucks have become a competitive factor, 

why do you persist in an endeavour to prevent the other 
man from tak_.ng advantage of more modern metnods of trans- 


portation and better roads, instead of meeting competition 
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by giving the public a low price that will transform the 
realities of improved transportation methods into savings 
per gallon or a iret per gallon? 

A Of course, we are not at all concerned about your method 
of transportation. ‘hat we are concerned about is reducing 
our own costs. I think it ean be taken for granted that 
the cotpany which I represent is very interested in making 
a little profit and reducing expense. They are not deliberately 
throwing money away to the railway for any chsritable reasons. 
We feel beyond a certain limited district of 100 miles from 
Caigary that rail is and will be the most economical method 
of distribution for us, keeping in mind that we are not an 
in-and-out company that gives service when the roads are 
good. ‘Ye have to be there twelve months of the year, peak 
seasons as well as off seasons. and we definitely feel 
beyond 100 miles radius that our system of distribution, 
if we are to be permanent marketers, is the most economical 
one for us and that is why we are stayins with it. Up to 
100 miles it is a different problem. But the situation that 
confronts us to-day may be temporary and we do not like to 
jump too fast. ‘ve do not lixe to get stampeded. It is 
possible that if the present rail structures continue as 
they are it may be necessary for us to zone our prices. 
MR. FRAWLRY: again back to that. 

A Zone our prices within say 100 miles of Calgary, based, 
as Mr. Plotkins suggests, on the lower mode of transportation. 
But that lower mode of transyortatiun in our opinion does 
not generally a ply beyond the 120 miles limit. 

Q Mr. Halverson, British American has been compelled - I will 


use the word - to recognize that situation and they have 
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changed their method of distribution. 
Yell, I dealt with that in my brief this morning. It is 


Our considered opinion that the most economical method 


of distribution is moving your product direct to destination, 


and I gave some figures this morning in the brief on that. 
You mean in general? 

rea. To ship to a place like Camrose and re-truck from 
there is not as economical as moving your product direct 
to Tofield. For instance, the difference in the railway 
rate bétween Jetaskiwin and :.illet is .08¢, less than a 
tenth of a cent ver gallon. If we were to use say 
Wetaskiwin as the central pnoint we would have to truck it 
across to Millet for a tenth of a cent, less than a tenth 
of acent per gallon, and it would add to our cost. 

If you used trucks instead of tank cars would not that 
difficulty disappear? 

Up to a certain distance. 

You would not have to re-ship? 

Up to a certain distance. 

Within the distance “our company has felt it is profitable 
to truck direct? 


Yes. 


MR. FRAWLEY: Just One: question. iti isa big 
spotty and I want to ask this one question. If I regard 


the spreads as the result of these seven new differentials. 


Take Irracana, for instance. I suppose they are all the 
same. You took the point where the tank waggon is the 
same. These seven points with the tank wagsgon originally 


wag the same. Take Irracana and see what you have done. 


You now have an effective price to the 4. E. a. dealer of 
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11.6 cents. Now, in order to explain for the record 
whew. BuoA. dealer, you keep using the expression 
"undivided dealer", that is the same thing. 

THE CHAIRMAN: What do you mean by A. P. A.? 
MR. FRAIBY: pA Sy He is now called 
"andivided"... We -will withdraw the aw B.A. expression. 
authorized Buyer's agreement. 

100% dealer is the better term. 

TH2 CHAIRMAN: You mean he is an individual 
who buys ncething else or who will not sell anyone else's 


products but sells the products of the Imperial? 


MR. FR&AIEY: That isi whato1 t. is. 
THE CHAIRMAN: That is undivided? 
MR. FRAVIBY: He is an undivided dealer. 


What was it you wanted to know? 

If you would use that Exhibit "257" Tthirk. Acto gasoline: 
Acto gasoline to the undivided dealer at Irracana now is 

a price of 11.6 cents? 

That, is right. 

He has a price on 3 Star of 16.6? 

wo, the posted tank waggon price on 3 Star there is 17.6, 
with l¢ off to the undivided dealer. 

16.67 

That is right. 


Mat is what I said. It is a price of 11.6 on acto and 
1626 on .3. Star and 19.1) ones" 


Yes, that is right. 
That you have done, you have used a spread of 4 cents 
between the 3rd structure and the 2nd structure, am a 23¢ 


spread between the two brands of lvaded products remains 


the same? 
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inet is’ right. 

That is out of line, of course, is it not, these spreads, 

is it not pretty hard to justify a 4 cent spread between 
Acto and 3 Star? 

For a number of years -ur spread used to be 5 cents but 

as the successive reductions in the 3 Star we cut it down 

to 23 cents. At the same time, as I mentioned in my brief, 
if we are to operate we have to look at the over-all 

picture and ut the same time our prices must be flexible 
enough to met conditions. 

Yes, but you have all over Alberta now a pretty constent 
spread between the 3rd and 2nd. “hat is it? What is it 

in Edmonton, for instance? 

You mean Acto? 

Between ord and 2nd? 

2% cents. But in the low cost marketing area adjacent to 
Calgary it is more. 

I know. It is now 4 cents. That is what I am pointing out 
to you. It is now 4 cents in this area. You do not expect 
to be able to get away from that very soon, do you? 

as I mentioned a moment ago, unless there is some readjustment 
in transport rates, we may have to zone prices around Calgary 
on the basis of lower costs, such as Mr. Plotkins suggested. 
Just one more thing. You said you were fac:d with this 
situation within 100 miles of Calgary; that you regarded 
truck transportation as being pretty stiff competition as 
against your system of using the railway within 100 miles? 
Yes. 

I do not quite understand why you only selected those seven 


points. Why not go the whole distance up to Red Deer with 
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Le) 


these differentials? 

I explained that a while ago. ‘le had our choice of either 
putting in a wholesale outlet on the east road, the west 
road and the south road the same as the others were doing 
here, and scrapping these agencies that we have around 
Calgary, or putting these agents in a position to compete. 
Instead of putting in further duplication of distribution, 
which we considered is temporary and unnecessary, we 
thought the right thing to do was to use these agents. 

It was not then, I think I understand, it was not then to’ 
meet the effect of truck competition within 100 miles of 
Calgary? 

No. It was in a way to put us in a yosition to compete 
for the business of these farmers and truckers, especially 
the farmers. 

That would pass on the south road, the north road and on 
the east road but not on the west road and that is why the 
west road was not used? 

Or if they want to buy our products they oan buy them thre 
without going to the refinery. “hen they come to Calgary 
they buy down town, they won't go to the refinery. 

MR. PLOTKINS: Just one question. Do you lose 
all this gallonage, or some of it mizht go to your jobbers. 
In other words, these farmers thet come into Calgary and 
buy at a lower price, might not some of that gallonage go 


pack to you just the same ? 

It might conceivably, but my information, !r. “lotk.ns, 
is that most of it is being picked up from organizations 
like the Lion Oils, Quten Bros., Mayland, Becker, 


Economy Qils and Great “est Distriputors. Very Littie ofsie 
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from the North Star or the Ganadian that are buying from us. 
Most of that gallonage,I do not think,originates at our 


refinery. Some of it does, but very little. 


£2 


I may inform you at this time we have absolutely nce farm 
business. We are in the same position you are. ‘Ye have 
lost it all. So it is not our comoany that is getting it. 
THE CHATRMAN: anything more, Mr. Frawley? 

MR. FRALEY: No, that is all, thanks. 


(At this stage the Hearing was adjourned until 10:30 a. if. 


20th June, 1939.) 
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